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American 4-door Super Sedan—For 1961 the Rambler American is more compact outside, 

yet has room for six average adults inside. A Rambler American Custom swept to first —_ 
place over all other compacts in the 1960 Mobilgas Economy Run! Also available in 2-door 

sedan, 2-door business coupe, 2- and 4-door station wagons. 


A FULL LINE OF FLEET PROVEL 
COMPACT CARS FROM 


RAMBLER _ 





ane . ie Pus 

Rambler for 1961 offers three series of compact fleet cars for 
—the world’s widest choice of models—with a host of ; aa 
new man-saving, money-saving features including .. . . Z air 
e New die-cast aluminum engine proved in two million ' oe isc 
rugged test miles for durability, performance and oe : es ~ 
economy...standard on Classic Custom... optional ——— r 8 
extra on other Classic models. on 
New Ceramic-Armored muffler and tail-pipe guar- ing 


anteed against defect as long as they’re in the service “ é - 
of the original fleet owner. * : 
New molded fiber-glass ceiling that cuts road noise edit 
30% .. . increases headroom . . . featured on all ende 


Classic and Ambassador models. ; tion, 
Rambler Classic 4-door Super Station Wagon— Here's bilit: 


Recent fleet surveys prove Rambler maintenance costs 80 cubic feet of cargo room for tools, samples, ‘lisplay JH cont 
are lowest of all cars, Rambler resale value is tops. See material, light machinery. Choose from two 6’s oF 


how much more money you save with Rambler— high-performing V-8. Initial price may be actually 
America’s Economy King! less than competitive sedans you are now using. Choice 
of heavy duty equipment. 


American Motors Fleet Department will coordin- ’ = ' ae 
ate purchases for fleet users throughout the coun- L/ Awe > Sa Alloy 


try—with or without trade. ci ch. 





Sing! 


(26 








No obligation! Demonstrators available f b.: — Cana 
for ‘‘on-the-job’’ test! — 
Ente: 


SEE YOUR RAMBLER DEALER , wl 


. 4 . at FE 
or write or wire Rambler Classic Super 4-door Sedan—Fast be oming @ 


FLEET SALES DEPARTMENT— Dept. J-1027 America’s most popular fleet, sedan. If your company I, 


leases fleet units, ask your leasing company {or 1oW 


AMERICAN MOTORS CORPORATION Rambler rates or write us for the names of casing 
14250 Plymouth Road, Detroj ere companies with whom we have working arrangements. 
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atricity for an additional 130,000 homes 
without burning an extra ounce of coal! 


The addition of two new Universal Pressure® Steam Generato 
—one now on-the-line at the American Electric Power System 
Breed Plant, the other under construction at AEP’s Philip Spor 
Plant—marks a major milestone in the expansion of power util 
ties to meet America’s surging demands for electricity. 


Together, these units will provide steam at supercritical pressure 
(3500 psig at 1050 F/1050 F/1050 F) to generate about eig 
billion kilowatt hours of electricity annually. Each of these stea 
generators will consume a carload of coal every twenty minutes 
Because of the improved cycle efficiency of these units, electricit 
generated from this fuel will be sufficient for the annual need 
of over two million average American homes—130,000 mo 
homes than could be supplied by burning the same amount of coa 
in the best generating stations now in operation in the world. 


Net power of these stations is about twice that produced a 
nually at Hoover Dam... yet cost of putting these new plants o 
stream (per kilowatt of electricity) will equal about 1/4 that o 
building a new Hoover Dam today. 


Expansion is the measure of the future—and products o 
Babcock & Wilcox engineering and research will pace much q 
the nation and the utilities industry. 


For more detailed information on the UP® Steam Generator an 
other B&W power generating systems and designs write: Th 
Babcock & Wilcox Company, Boiler Division, Barberton, Ohi 


THE BABCOCK & WILCOX COMPANY 
BOILER DIVISION 








with the Codlitors 


uN these lines are written, the nation 
was heading down the homestretch 
of a warmly contested presidential elec- 
tion campaign. So it is possible that by 
the time these lines are read the results 
will be a matter of history and anything 
said about the candidates might appear 
anticlimactic. But we can say without hesi- 
tation, or fear of becoming dated, that 
whoever wins the election will find that he 
has taken on just about the biggest job 
that ever confronted anyone, including 
Hercules. And those partisans who felt so 
confident before the election that a favor- 
able verdict for their choice would assure 
the confidence and security of the nation 
may already be feeling the gnawing pangs 
of uncertainty. 


AMONG the host of bewildering and 
unsolved questions (both foreign and 
domestic) which will still confront the 
nation, regardless of the outcome of the 
election, will be the problem of what to 
do about natural gas regulation. The Fed- 
eral Power Commission just about sum- 
med up the confusion in this area when it 
decided on September 29th to make a 
definite departure from conventional cost 
base regulation in favor of area pricing. 
The FPC then pointed out that it would 
take over eight decades and a tripled staff 
of trained assistants even to catch up with 


/ 
WILLARD W. GATCHELL 


FERGUS J. MCDIARMID 


its case load if it had to use conventional 
cost base procedures. 


is probably academic at this stage to 
talk about who is to blame, or even 
primarily to blame, for the regulator) 
debacle which has resulted in undecided 
producer rate cases piling up on the FPC 
docket at an astronomical rate, far great- 
er than the capacity of even the most en- 
lightened regulatory commission to dis 
pose of by the use of conventional 
regulatory case-by-case procedure. There 
are those in Congress who would blame 
the Supreme Court for deciding (in the 
Phillips decision of 1954) that the FP‘ 
even had any statutory responsibility for 
regulating gas producers. There are those 
in the producing industry, inclined 1 

blame Congress for not making a statu 
tory producer exemption clear in the fir: 
place, and then for not following throug 

by the enactment of clarifying legislatio 

after the Supreme Court decision « 

1954. 


3uT whatever might have been fai 
criticism in the past, either of congre: 
sional shortcomings or of judicial inte: 
ference, we can be sure that the FP‘ 
inherited an indigestible and fast-balloon 
ing mess which it feels can only be solve: 
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Which Pioneer service do you need 
to complement your own staff? 





DESIGN AND CONSULTING ENGINEERING SERVICES 

Pion-er specializes in designing power plants and offers design service for fossil 
fuel. hydro and atomic plants. It will also assist in forecasting load growth, in 
site -clection, in purchasing and expediting of equipment and construction 
man «zement. Pioneer’s other services include substation, transmission and 
dist) sution studies and design. 


SEF VICES IN REGULATORY MATTERS 


Pio: +r offers its services in all phases of Federal, State and local utility regula- 
tion. including natural gas and electric rate matters, certificate proceedings, 
lice, «d project accounting requirements, depreciation studies for rate case 
and come tax purposes, cost allocations and special studies. 


CO PORATE SERVICES 


r offers its services as business and management consultants; stock transfer 
ividend disbursing agents; financial, accounting and tax consultants, 


Write for Booklet ‘“‘p1oNEERING NEW HORIZONS IN POWER”? 


Serving Electric Utilities and 
Industrial Power Users Since 1902 


Pi sneer Service & Engineering Co. 


2.1 SOUTH LA SALLE STREET ¢ CHICAGO 4, ILLINOIS 





by peremptory procedures. If the courts 
say “no,” again, to such a short cut, then 
Congress will have to do something— 
since the commission has gone about as 
far as it can go. 


— from the jurisdictional question, 
however, there is the practical 
political consideration that Congress will 
not release the producers entirely from 
federal control at this point; and that it is 
futile for any producers to think that it 
ever will. If that is so, continued re- 
sistance to FPC regulation of any kind 
could be frustrating if not self-defeating 
for the producers. In this issue we have 
a very fine article on that phase of the 
problem of regulating gas producers from 
a very well-qualified author, WILLARD W. 
GATCHELL. He was for many years gen- 
eral counsel of the FPC and terminated 
his long and distinguished service in that 
capacity only last August. His article is 
substantially a restatemént of an analysis 
which he first made before a panel of the 
Pennsylvania Bar Association at Spring 
Lake, New Jersey. 


Mr. GATCHELL was born in Washing- 
ton, D. C., in 1898 and was educated at 
George Washington University (LLM, 
27) and at Cornell Law School. He first 
entered government service as an aide to 
the late U. S. Senator Joseph I. France 
of Maryland, and later became staff as- 
sistant to the House Committee on Inter- 
state and Foreign Commerce. He was 
appointed to the legal staff of the FPC 
in 1931. He became general counsel in 


ROBERT H. SARIKAS 
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June, 1953, the year before the U. S. 
Supreme Court decided the Phillips de- 
cision. He has been identified as counsel 
with a number of important court and 
commission decisions involving the au- 
thority of the FPC. He has served as a 
member of the council of the Section of 
Public Utility Law of the American Bar 
Association and is at present chairman of 
the section’s Committee on Administra- 
tive Law. 


je leading article in this issue is the 
first of a two-part series on what is 
in store for public utility financing. It 
comes to us from an author whose past 
contributions have inevitably received 
favorable response from our readership. 
He is Fercus J. McDr1armnm, first vice 
president of The Lincoln National Life 
Insurance Company of Fort Wayne. 
Indiana. As the representative of a large 
institutional investor, Mr. McDrarmip 
gives us the benefit of his very thought- 
ful observations of future financial prob- 
lems facing the public utilities. 


Mr. McDrarmip is a graduate of the 
University of Toronto (’28). He went to 
work for his present organization three 
days after receiving his university degree. 
He has had a distinguished career in life 
insurance actuarial work, and is also an 
anlayst of utility securities. 


— H. SARIKAS, whose article on 
utility relocation in connection with 
the cost of highway construction begins 
on page 699, is an electrical engineer em- 
ploved by the Illinois Power Company. 
His principal duty involves the prepara: 
tion of technical and economic analyses 
and long-range planning studies. H¢ 
joined Illinois Power in 1941 afte: 
graduating from Washington Universit) 
in St. Louis as a professional engineer 
He served with the U. S. Air Force dur 
ing World War II and the Korean War 


THE next number of this magazine wil 
be out November 24th. 


t, Getitin 
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lear the way with a 
cCulloch Chain Saw ror branch-trimming and tree-clearing 


bs facing your line crews, no tool can match a lightweight, fast McCulloch chain 
w to save time and work! Starts easily in any weather, cuts full power overhead 
sideways. Automatic clutch stops chain when idling. Convenient attach- 
ents for earth drilling, timber boring, or clearing brush and wildgrass. Saves 
aintenance time, too. McCulloch’s exclusive new Super Pintail® Chain stays 
arpe’, lasts longer than any other make. Seven new professional models from 
149.95 with full 16” bar. McCulloch is the world’s Number One chain saw in 
ales...in quality...in the largest dealer service network. For a free catalog, send a 
ard tc McCulloch Corp., 6101 W. Century Blvd.,Los Angeles 45, Calif., Dept. PU-2. 


a McCulloch Corporation, Los Angeles = Marine Products Division (Scott Outboards), Minneapolis fr 
us McCulloch of Canada, Ltd., Toronto m= McCulloch International Inc., Los Angeles Ka 
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REGULATION IN A COMPETITIVE ECONOMY 


It is commonly said that regulation is supposed to be a su: - 
stitute for competition in those areas of our economy—prii - 
cipally public utilities—where free competition between bu: - 
ness organizations of the same kind in the same place wou 
not be desirable. Charles F. Phillips, Jr., assistant profess 
of economics at Washington and Lee University, is concern 
over the tendency of regulation to identify itself more a: 
more with forms for universal application of accounti 
formulae. Why do commissions concern themselves more wi 
managerial decision in the rate-making area than in the ar 
of service improvements or business growth? He suggests fo 
principles by which commission regulation might be improve 
(1) Regulation should shrink as competition grows, even in 
utility operations. (2) Procedures should be streamlined and 
simplified to step up the pace of regulation. (3) Regulatory 
personnel at both the commission and staff level must be 
improved and kept at high caliber. (4) Management should 
be allowed and should exercise more discretion in the future. 


WHAT'S IN STORE FOR PUBLIC UTILITY 
FINANCING? PART II. 

















































Regulatory roadblocks to adequate utility earnings are taken 
up by Fergus J. McDiarmid, first vice president of The Lin- 
coln National Life Insurance Company, in this second and 
concluding instalment of his article, entitled “What's in Store 
for Public Utility Financing?” The author examines such 
questions as the importance of growth and the possibility of 
overemphasis on it from the investor’s point of view. How 
effective is the traditional 6 per cent return in the light of 
present-day earnings and money costs? The regulatory road- 
blocks he pinpoints are: (1) the original cost rate base and 
(2) the cost-of-money approach to determining the rate of 
return. 


PAY-OUT FOR CAPITAL IN THE 
ELECTRIC POWER INDUSTRY 
This is the fifth and final article in a series by Franklin H. 
Cook, professor, Department of Commerce, College of Business 
Administration, The Pennsylvania State University, dealing 
with the financial aspects of the electric power industry. He 
analyzes the pay-out policies of large utility companies wh ch 
have attracted capital through a high pay-out ratio for com- 
mon dividends. These companies are located not only in ‘ie 
growth areas of the West and Gulf coasts, but also in -ie 
more mature economy of the East. He points to variati ns 
in pay-out policy which might benefit, as well as those wh °h 
would not be advantageous, to shareholders. 
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AND IN ADDITION... Special financial news, digests, and interpretations of court 


and commission decisions, general news happenings, reviews, Washington gossip, and other features of 






n” n 


interest to public utility regulators, companies, executives, financial experts, employees, investors, and 





others. 
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ough. st trucks Dodge has ever built. With tight-fisted Cummins diesels 
pr nick |-pinching Dodge V-8 gasoline engines. Real misers with fuel. And 
built t. give you the biggest payloads in the business. In cab forward 
odel: ‘ike this one, 28” from bumper to front axle and 8934” BBC, allows 
B5-ft. t ailer in 45-ft. over-all length, 40-ft. trailer in 50-ft. over-all length. 


xClusie swing-out fenders and 90-degree-opening hood permit ‘‘walk- 
n” ma tenance and engine servicing. '61 Dodge trucks are rated from 
4300 |i.s. GVW to 76,800 Ibs. GCW. Priced to compete with any truck 
oming or going. Toughen up your fleet. See your Dodge dealer now! 





CC4aoukble Cee 


“There never was in the world two opinions alike.” 


H. W. PRENTISs, JR. 
Chairman of the board, 
Armstrong Cork Company. 


[EDITORIAL STATEMENT 
The Wall Street Journal. 


N. J. Krraty 
President, North American 
Securities Administrators. 


FRED A. SEATON 
Secretary, Department of the 
Interior. 


D. W. REEVES 
President, Public Service 
Company of New Mexico. 


WILLIAM FEATHER 
Writing in the Union Bridge 
(Maryland) Pilot. 


—MonrTAIGNE 





“... the termites of state Socialism have already eaten 
far deeper into the American body politic than most of 
us realize.” 


¥ 


“. . . Congress has a habit of cutting down on what 
Presidents want to spend and then putting another dish 
on the table just as fattening. In the end, the grocery 
bill is as large as ever.” 


e 


“Peculiar as it may seem, the word that peace is 
breaking out causes some to run for cover as from a 
financial calamity, believing that war expenditures will 
be curtailed to such a degree that corporate earnings 
will suffer.” 

¥ 


“The fact that there is intense competition in the 
energy field is entirely consistent with our American 
private enterprise philosophy . . . It is the function of 
government to help maintain an economic environment 
within which efficiently run business enterprises may 


prosper and contribute to national economic strength. 
But it is not the proper role of our government to 
carve out or freeze a portion of the total energy market 
for each competing fuel.” 


¥ 


“|. . if we were to operate on a tax-exempt basis as 
public power does, we could reduce our rates 27 per cent 
without affecting the net income of the company or the 
people who put up the funds to operate our company. 
Of course, the remaining taxpayers would have to make 
up the taxes we now collect. If people could be made 
to realize that taxes must, of necessity, be paid by the 
ultimate consumer, I believe that there would be more 
attention given to governmental expenditures especially 
by the federal government.” 


oa 


“During a wakeful hour in the night, I got an answer 
to why business has lost so much in public esteem in 
recent decades. The reason is that business has become 
a gigantic tax collector for the government. Business 
collects the employee’s income tax, the social security 
payment, and the gasoline, tobacco, liquor, entertain- 
ment, sales, and all other excise taxes. On top of this, 
business collects its own profits tax by a necessary levy 
on consumers. . .. Meanwhile, business (or Capitalism, 
if you please) takes an undeserved beating. Without 
private enterprise, the economy would be sunk; yet en- 
terprise is loaded with new, expensive, and distasteful 
chores at every meeting of minds in Washington, state 
capitals, and city halls.” 
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Laverne Sims, machine operator and billing clerk. 


BURROUGHS F 5000 UTILITY BILLING MACHINE 
SPEEDS BILLING OPERATION 30% DESPITE 25% 
INCREASE IN SUBSCRIBERS 


\iunager Paul Little, 
Memphis Utility Commission 


Burroughs 


The scene: West Memphis Utility Commission, West Memphis, 
Arkansas. The job: Billing for water, electricity, garbage pickup, 
sewage disposal and sales tax for 5,189 accounts. The equipment: 
Burroughs F 5000 Dual Printing Billing Machine. The results, 
according to Manager Paul Little: “Over the last two years, we’ve 
had a 25% increase in subscribers and we needed a faster method 
of billing them. We chose the Burroughs F 5000 for its overall 
simplicity, speed and its dual printing ability to simultaneously com- 
plete multiple records. This equipment now handles our entire billing 
operation 30% faster while absorbing the 25% work load increase.”’ 


West Memphis is one of many municipalities helped to new accounting 
efficiency by Burroughs office automation equipment. For details, action— 
and results—call our nearby branch now. Or write Burroughs Corporation, 
Detroit 32, Michigan. Burroughs—TM 


Burroughs Corporation 
“NEW DIMENSIONS / in electronics and data processing systems” 





Smaller, Lighter, More Efficient 
Transmission-tie Power Transformers 


Specify General Electric bushing-mounted LTC and eliminate 


the extra, series transformer in units 120,000-kva and above 


Power transformers which are up to 10% lighter Units rated 300,000 kva are in service; ot ‘ers 
and smaller, and have as much as 15% lower losses __ rated 345 kv are being built. 
are available for your transmission-tie applica- 
tions, 120,000-kva and larger, above 69 kv. These FOR MORE INFORMATION 
smaller, lighter, more efficient General Electric about General Electric bush- 
units utilize bushing-mounted load-tap-changing ing-mounted load tap chang- 
(LTC) equipment. ers, contact your G-E sales 
engineer. Or, write for Bul- 
letin GEA-7133, to General 
Electric Company, Section 
421-60A,Schenectady5,N.Y. 


Conventional, large LTC equipment normally 
requires an auxiliary, series transformer next to the 
main core and coils to reduce insulation require- 
ments. Locating the load tap changers atop the 
bushings means the series transformer, with its 


size, weight and losses, can be eliminated. Progress ls Our Most Important Product 


NEW TREND? GENERAL @@ ELECTRIC 


The first General Electric bushing-mounted load 
tap changers were installed in 1943. However, 
since 1957, 21 G-E power transformers with these Higher-rated transformers—such as this 300,000 


; (output)-kva, 230-kv unit at the Trenton Switch- 
load tap changers have been delivered or ordered. ing Station of the Public Service Electric and Gas 
Co., N. J.— utilize the LR-41 LTC mechanism. 


The medium-duty General Electric LR-69 bushing-mounted put)-kva, 230-kv transformers at the Gardenville substation 
load-tap-changing mechanism is used on these 125,000 (out- of the Niagara-Mohawk Power Corp. 
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TYPICAL SAVINGS WITH BUSHING-MOUNTED LTC 


Rating: 


Rating: 


CONVENTIONAL LTC 


FOA-T-60-250,000 (output) kva-230 kv-115 kv 


450 INCHES 

295 INCHES 
521,000 POUNDS 
820 KW 


FOA-T-60-200,000 (output) kva-345 kv-115 kv 


485 INCHES 

340 INCHES 
650,000 POUNDS 
975 KW 





. BUSHING-MOUNTED LTC 


410 INCHES 

300 INCHES 
488,000 POUNDS 
736 KW 


435 INCHES 

340 INCHES 
595,000 POUNDS 
837 KW 
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aKelloge’s New Power Piping Plan 


$4-Million Manufacturing Facilities Uniquely Equipped to 


Undertake Any Steam-Electric or Nuclear Assignment 


ow in production at Williamsport, 
Pa., the Kellogg Power Piping Divi- 
sion’s new plant is the most modern 
bver designed specifically to manufac- 
ure power piping for electric generat- 
ng stations. 

With these new facilities, Kellogg is 
bquipped to undertake any steam-elec- 
ric or nuclear assignment with greater 
fficiency, economy, and speed than 
ver before in its 40-year history of 
bower piping leadership. 

New equipment now in operation in- 
ludes the latest machinery, worth in 
xcess of $1 million, for machining, 
ending, and welding ferritic, jausten- 
ic, stainless, and other materials into 
iping of any wall thickness. 

Carefully planned manufacturing se- 
uences, on a production-line basis, as- 


sure a smooth and uninterrupted flow 
of operations from one end of the 900-ft. 
plant to the other. 

Testing equipment for quality con- 
trol includes the latest in electronic, 
radiographic, and ultrasonic advances. 
Two special vaults with 30-in. walls 
permit safe inspection with Iridium 192 
and Cobalt 60. 

Completely equipped metallurgical 
and welding laboratories, continually 
working to improve materials and tech- 
niques, aid in solving new manufactur- 
ing problems and are also available to 
clients as a service laboratory. 


Kellogg’s Power Piping Division wel- 
comes inquiries on its new facilities, 
and extends a cordial invitation to en- 
gineers to inspect them personally. 


POWER PIPING DIVISION +« THE M. W. KELLOGG COMPANY 
lant and Headquarters: Williamsport, Pa. Sales Offices: 711 Third Ave., New York, N.Y. 
A SUBSIDIARY OF PULLMAN INCORPORATED 


Offices of other Kellogg companies are in Toronto, London, Paris, Rio de Janeiro, Caracas, Buenos Aires 
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New manufacturing plant and headquarters of Kellogg’s Power Piping Division—situated on a 50-acre site at Williamsport, Pa 


“ee 











Above: Welding is a major phase of Kellogg’s 
operations. Here, two thin-walled sections o 
stainless steel power piping are being joined b 
K-Weld—an inert gas-shielded technique of ard 
welding, patented by Kellogg, which assures 
long life. 
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PERFORMANCE IS THE ANSWER 


Your financial statement records your system efficiency. Earnings can be 
lrastically cut by service failures, and wasted kilowatt hours never metered due to equipment losses. 


© system can be more efficient than its components. 


Moloney Transformers are designed and engineered to provide dependable 
nd economical service in operation. Their design encompasses all desirable operating character 


stics, in balance, for maximum all-around performance. 


More than sixty-four years devoted to building better transformers has given 


oloney a thorough understanding of actual utility problems, and this know-how is reflected in 


he performance record of every Moloney Transformer. 


ince 1896... MORE POWER TO YOU 


MOLONEY ELECTRIC COMPENY 


MANUFACTURERS OF TRANSFORMERS FOR UTI .ITIES, 
INDUSTRY AND ELECTRONIC APPLICATIONS 


Sales Offices In All Principal Cities 


ACTORIES AT ST. LOUIS 20, MO., AND TORONTO, ONT. CAN 
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new typewriter 
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typing went 
electric! 
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HE NEW REMINGTON® ELECTRIC outTsty.LeEs, OUTPERFORMS, 
UTSMARTS AND OUTDATES ANY OTHER ELECTRIC IN THE FIELD 





Breathtaking breakthrough into tomorrow! The new 
Remington Electric heralds a new dawn of typing 

ease and comfort for secretaries—a new age of impeccable 
correspondence for letter-signing executives, too. 

Available in 6 soft pastel colors, this fine performer speedily 


moves mountains of paperwork. See the new Remington 
Electric at your local Remington Rand office today! 


Remington. Frand. 


DIVISION OF SPERRY RAND CORPORATION 








Twofold Benefits From The 


Analysts Journal 


7, ‘ts timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED FIVE TIMES A YEAR BY THE NATIONAL FEDERATION OF FINANCIAL ANALYSTS SOCIETIES 








THE ANALYSTS JOURNAL 
82 Beaver Street, Room 1512-14 
New York 5, N. Y. 


Gentlemen: 


O Please enter my subscription for one year at the subscription rate 
of $5.00—United States; $5.50—Canada. 


O Please send me your advertising brochure. 


























Evenia Candar 














CHECK THESE DATES: 


Nov. 13-16—Association of National Adver- 
tisers will hold annual meeting, Hot 
Springs, Va. 


Nov. 13-16—American Water Works Asso- 
ciation, Florida Section, will hold annual 
meeting, Fort Lauderdale, Fla. 


Nov. 14-15—Alabama Independent Tele- 
phone Association will hold annual con- 
vention, Birmingham, Ala. 


Nov. 14-15—Pacific Coast Electric Associa- 
tion, Administrative Services Section, will 
hold meeting, Phoenix, Ariz. 


Nov. 14-16—American Petroleum Institute 
will hold annual meeting, Chicago, Ill. 


Nov. 14-16—Broadcasters’ Promotion Asso- 
ciation will hold annual convention, New 
Orleans, La. 


Nov. 14-16—Edison Electric Institute, Acci- 
dent Prevention Committee, will hold 
meeting, Buffalo, N. Y. 


Nov. 14-16—National Fire Protection Asso- 
ciation will hold fall conference, Cclum- 
bus, Ohio. 


Nov. 14-17—National Warm Air Heating 
and Air Conditioning Association will 
hold annual convention, Cleveland, Ohio. 


Nov. 14-18—National Electrical Manufac- 
turers Association will hold annual meet- 
ing, Atlantic City, N. J. 


Nov. 15—American, New Jersey, and Penn- 
sylvania Gas associations will hold per- 
sonnel seminar, Philadelphia, Pa. 


Nov. 15-16—Edison Electric Institute will 
hold area development workshop, St. 
Louis, Mo. 


Nov. 15-16—Natural Gas Pipeline Institute 
will be held, Liberal, Kan. 


Nov. 16-18—National Reclamation Associa- 
_ tion will hold annual convention, Bakers- 
field, Cal. 


Nov. 16-18—Southeastern Electric Exchange, 
Sales Section, will hold conference, At- 
lanta, Ga. 





Nov. 17-18—Tennessee Valley Public Power 
Association, Distribution Practices Section, 
will hold annual meeting, Nashville, Tenn. 


Nov. 17-19—Canadian Electrical Association, 
Engineering sections, Western Zone, will 
hold meeting, Regina, Saskatchewan, 
Canada. 


Nov. 18-22—Air Conditioning and Refrig- 
eration Institute will hold annual meeting, 
Hollywood Beach, Fla. 


Nov. 20-23—Refrigeration and Air Condi- 
tioning Contractors Association will hold 
annual convention, Miami Beach, Fla. 


Nov. 21-23—Canadian Electrical Association, 
General and Sales sections, Western Zone, 
will hold meeting, Calgary, Alberta, Can- 
ada. 


Nov. 27-29—National Commercial Refrig- 
erator Sales Association will hold meet- 
ing, New Orleans, La. 


Nov. 27-Dec. 2—American Society of Me- 
chanical Engineers will hold winter an- 
nual meeting, New York, N. Y. 


Nov. 28-29—Florida Telephone Association 
will hold annual convention, Jacksonville, 
Fla. 


Nov. 28-30—American Gas Association-Edi- 
son Electric Institute will hold joint elec- 
tronics seminar, Atlantic City, N. J. 


Nov. 28-30—American Society of Heating, 
Refrigerating, and Air Conditioning En- 
gineers will hold semiannual meeting, St. 
Louis, Mo. 


Nov. 28-Dec. I—National Association of 
Railroad and Utilities Commissioners will 
hold annual convention, Las Vegas, Nev. 


Nov. 30—Electric Companies Advertising 
Program will hold copy group meeting, 
New York, N. Y. 


Nov. 30-Dec. I1—Edison Electric Institute, 
Street and Highway Lighting Committee, 
will hold meeting, Cincinnati, Ohio. 

























Kaki le 
Natural Gas Pipeline Compan’ 


Servicing an Automatic Valve 


Valves like these are located about ten miles apart along 
this 30-inch natural gas pipeline. They close auto- 
matically if there is a break or serious leak in 
the line. Once a year they are disassembled 
completely, cleaned, and lubricated. 
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What’s in Store for Public Utility 
Financing? 


Part I—Are Public Utility Stocks 
Too High-priced? 


By FERGUS J. McDIARMID* 


Common stock earnings of utilities have grown rapidly in recent years. Many 
such stocks sell at two or more times their book value. High earnings have 
made the raising of equity capital easy. Bonds, however, have lost popularity 
due to inflation. To finance the prodigious expansion programs ahead, utilities 
will have to make bonds more attractive with higher interest rates. With 
senior capital costing 5 per cent or more, a 6 per cent return is hardly going 
to be adequate. Regulatory agencies will need to reconsider the rate of 
return allowed in the light of these swiftly changing conditions. 


RECENTLY sat down with an officer of 
a leading firm of public utility finan- 
cial consultants and tried to select 
some utility stocks for institutional pur- 
chase which would represent reasonably 
good value at present price levels. After 


*Vice president, The Lincoln National Life In- 
surance Company, Fort Wayne, Indiana. For addi- 
tional personal note, see “Pages with the Editors.” 


selecting about half a dozen names, we 
found ourselves rather at a loss as to how 
to proceed further. For, today, public util- 
ity stocks like some other broad classifica- 
tions of stocks appear statistically rather 
high-priced, on an historic basis at least. 
A list of 131 electric utility stocks were 
selling on June 30th on average in excess 
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of 18 times their latest reported annual 
earnings. This means that for these stocks 
as a group, per share earnings were equiv- 
alent to about a 54 per cent return on 
market values, of which 4.1 per cent was 
being paid out in dividends and 1.4 per 
cent was being plowed back into the busi- 
ness. 

These are average figures. In the upper 
range, ten of these stocks in the growth 
or glamour category were priced in excess 
of 25 times latest annual earnings and 
yielded on the basis of current dividend 
rates well under 3 per cent on average. 
This is in a market where high-quality 
bonds sell close to a 5 per cent yield basis 
and in which an institutional investor pre- 
pared to use a moderate amount of dili- 
gence and ingenuity can invest in taxable 
bonds at 6 per cent or better. 


CU is very obvious that in the last dozen 

years public utility stocks have ad- 
vanced a very long way in public favor 
and esteem. Ten or twelve years ago it 
was possible to purchase a cross section 
of good electric stocks at about nine times 
then current earnings to yield about 63 
per cent on the basis of then current divi- 
dends. This was in a market where good 
bonds sold to yield under 3 per cent. Many 
utility stocks then sold at prices approxi- 
mating their book values and some of 
them well under book values. Today, these 
stocks sell on average at close to twice 
their book values and some of the glamour 
names, at over three times book values. 

Two factors have combined to bring 
about this very great appreciation in the 
market price of public utility stocks. Earn- 
ings per share since 1948 have increased 
on average about 75 per cent and, in some 
cases, very much more. And, almost as 
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important, the investing public has sharply 
upgraded its evaluation of a dollar of 
these earnings, thereby compounding the 
market appreciation of the shares. Where- 
as a decade ago, utility stocks were pur- 
chased largely for the current income 
which they produced, today they are 
bought with great expectations for future 
increase in per share earnings with current 
dividend yields being regarded as second- 
ary in most cases. How otherwise can one 
account for the fact that hardly any of 
these stocks now sell to vield as much as 
good bonds and some of them actually 
yield under 2 per cent? 


The Cult of the Common Stock 


URING the last decade, bonds as a class 
of investment have declined rather 
steadily in popularity while common 
stocks have gained. Many investors today 
have little interest in investments which 
promise only a fixed-dollar return. This is 
true not only of individuals, but certain 
large pension funds today have little in- 
terest in bond investments unless they 
have added to them some element of 
equity participation, either through con- 
vertibility or stock purchase warrants. 
Life insurance companies also are increas- 
ingly interested in investments which have 
some kind of equity kicker attached. The 
reasons for this are not far to seek. First, 
there is the growth in earnings per share 
which has accompanied an expanding 
economy. Second, and perhaps more im- 
portant, is mistrust in the future value of 
the dollar, against which common stocks 
offer an imperfect but probably the best 
available hedge. Bonds offer no hedge at 
all. 
Of all common stocks, the so-called 
growth stocks are in a class by themselves 
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in investor esteem. After all, if a stock has 
only flat or nearly flat earnings per share, 
it offers only the return of a bond without 
the security or the maturity date of a bond. 
Also, a flat earnings trend is quite likely 
to be only a prelude to an actual decline 
in earnings. A growth stock, on the other 
hand, may be defined as one whose earn- 
ings per share tend to outpace the growth 
in the national income. Usually placed in 
this category are drug stocks, electrical 
manufacturing and electronic stocks, and, 
until recently at least, chemical stocks. 
Also included are a large number of stocks 
in a broad range of other industries. 


A& public utility stocks growth stocks? 
On the basis of their record, some 
should obviously be so classified while 
others should not be. Over the last decade 
the stocks of certain electric utilities, lo- 
cated in Florida, the Southwest, and cer- 
tain other widely scattered parts of the 
country, have had a growth in earnings 
per share which has been matched by only 
a small proportion of industrial stocks, 
even in the growth category. The average 
growth in earnings per share, allowing for 
stock splits of 131 electric utilities, is com- 
pared with that of certain other broad 
classes of stocks in Table I. 


TABLE I 


INCREASE IN EARNINGS PER SHARE 
OF COMMON STOCK 


: 131 Moody’s Moody's Moody's 
Period Electric 125 15 10 
Covered Utilities Industrials Banks Ins. Cos. 


1951-59 59% 33% 83% 59% 
1951-55 31 43 34 24 
1955-5921 — 6 37 28 

The figures in Table I are arithmetic 
averages for the various companies. In the 
case of the. electric utilities, about half 
showed an increase in per share earnings 


of 50 per cent or more in the eight years 
from 1951 to 1959, while half showed 2 
lesser increase. There appears to have been 
some slowing down in the rate of growth 
in the per share earnings of these com- 
panies. However, in spite of this, the 
earnings per share of the electric utilities 
have outstripped those of the industrial 
companies which on average showed an 
actual decline from 1955 to 1959. They 
about kept pace with the earnings of the 
insurance companies, but strangely enough 
were outrun by those of the bank stocks 
which are not generally included in the 
growth category, but maybe should be. 


Ks more interesting is a comparison 

of the trend of electric utility earnings 
with those of certain industrial groups, 
some of which seem to belong in the 
growth category while others do not. The 
comparative data are presented in Table 
II, the industrial companies used in com- 
piling this table being leaders in their vari- 
ous industries. 


TABLE II 


INCREASE IN EARNINGS PER SHARE 
OF COMMON STOCK 


1951-59 1955-59 
131 Electric Utilities 59% 21% 
5 Growth Electric Utilities... 139 54 
7 Drug Companies 80 66 
4 Electric Manufacturing 
Companies 33 
6 Chemical Companies 43 11 
11 Oil Companies —5 
8 Paper Companies 3 
5 Food Com 30 
While the earnings trend per share of 
the electric utilities on average compares 
quite favorably with that of other stocks, 
there has been tremendous variation in the 
showing of individual companies. Over 
the period 1951 to 1959, the growth in per 
share earnings has varied all the way from 


over 200 per cent in one notable case to 
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an actual decline of 13 per cent in the case 
of one West coast utility. However, only 
three out of the 131 electric companies 
showed an actual decline in per share 
earnings over this period. For the shorter 
and more recent period from 1955 to 1959, 
11 of these companies showed a decline. 


Wide Disparity in Utility Earnings 
Trends 

HIs wide disparity in earnings trends 

among companies in a regulated in- 
dustry, selling an identical product in uni- 
versal use, is, on the surface at least, sur- 
prising. It must be accounted for by the 
interplay of three factors : territory served, 
type of regulation, and type of manage- 
ment. It would be a bold person who 
would say which of these is the most im- 
portant. Some utilities operating in growth 
areas have shown an excellent trend in 
earnings per share while others in areas 
of equal growth have made a below- 
average showing. 

On the other hand, certain companies 
in areas of only average growth have far 
outstripped the industry in increase in 
earnings per share. There are also cases 
where utilities have turned in a perform- 
ance for their stockholders which is away 
out of line, either on the downside or the 
upside, as compared with other companies 
operating in the same regulatory jurisdic- 
tion and serving the same general type of 
territory. In these latter cases, manage- 
ment would seem to deserve major blame 
or credit, as the case may be. 


S much for generalizations. In the four 

years from 1955 to 1959, the 131 elec- 
tric companies studied by the writer ex- 
perienced a median increase in per share 
earnings very close to 20 per cent. That 
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is, about half of the companies showed 
per share earnings increases of 20 per cent 
or over and half did not. Using this per- 
centage as a criterion, we note that the 
stockholders of companies in such growth 
areas as Florida, Texas, New Mexico, and 
Arizona have fared far better than aver- 
age while those of California and other 
states of rapid growth have done worse 
than average. In the Middle West, a re- 
gion of average growth, the record is 
spotty with rather wide variations. The 
stockholders of Illinois electric utilities 
have enjoyed much better than average 
growth in earnings per share as have those 
of Kentucky and Kansas. Those of such 
utilities in Iowa, Indiana, Minnesota, Mis- 
souri, and Pennsylvania, have achieved a 
slightly below-average earnings growth, 
while those of Ohio, in spite of the use of 
reproduction cost as the rate base, showed 
about the poorest trend of major states. 
In Michigan, also, the record was below 
average with one of the two large utilities 
there showing an actual decline in earn- 
ings per share. 


A was to be expected, the record in the 
New England states was well below 
average, reflecting both lack of growth 
and adverse regulation in some states. The 
New York electric utilities as a group 
showed above-average growth in earnings 
per share, reflecting probably some im- 
provement in the regulatory attitude, al- 
though the rate of return earned on capi- 
tal by these companies is still well below 
average. In the Middle and South Atlantic 
areas, the trend of per share earnings was 
on the whole quite favorable. 
In a number of states it is possible to 
spot individual utilities, sometimes very 
large ones, which for some reason seem 
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to be doing quite poorly as compared with 
their neighbors in the same state. This is 
true usually both with respect to the trend 
in their per share earnings and the return 
being earned on their total capital. Out- 
standing examples of such lethargic per- 
formance are to be found in Iowa, Mich- 
igan, Indiana, and Ohio, Often in cases 
of this sort is to be found an elderly and 
benevolent management which believes in 
holding “Be Kind to Customers Week” 
every week of the year, and which does 
not wish the serenity of life to be marred 
in the twilight of its reign by such a dis- 
turbing thing as a rate case. Such man- 
agements often surround themselves with 
directors who are leading figures in the 
community, but who tend to represent the 
customers rather than the stockholders. 
They, therefore, exert little direct pres- 
sure on management to obtain the earn- 
ings to which the stockholders seem to be 
clearly entitled. 


Projecting the Future 
O™ of the most orthodox and respect- 
able ways to lose money in the stock 
market is to buy the stock of a company 
which has a wonderful future behind it; 


that is, a stock whose upward trend in per 
share earnings is on the point of leveling 
off or declining. Admitting the fact that 
over the last decade the per share earnings 
of utility stocks have, on the whole, com- 
piled a favorable record, is it safe to pro- 
ject these records indefinitely into the fu- 
ture? 


CCORDING to all indications, the con- 
tinuing physical growth of the utility 
industry, and particularly the electric di- 
vision of that industry, seems assured. A 
doubling of kilowatt-hour sales every ten 
years is projected by the experts. This 
probably means a doubling of generating 
capacity about every ten years and a cor- 
responding increase in other types of 
physical plant. It also means a correspond- 
ing increase in capital structures assuming 
no more inflation, or a greater relative 
increase in dollar capital if we do have 
more inflation. As a matter of fact, over 
the last decade, the increase in kilowatts 
of installed generating capacity of the in- 
vestor-owned electric utilities has just 
about kept pace with their book capitaliza- 
tion. In view of the inflationary trend in 
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this period, this comparison speaks well 
for the economy in engineering practiced 
by these companies from which their com- 
mon stockholders have benefited. 


oe to data presented at the last 

meeting of the Edison Electric In- 
stitute, the electric companies will spend 
on new electric plant alone about $52 bil- 
lion in eleven years, 1960 to 1970, inclu- 
sive. This is 20 per cent more than was 
spent during the entire previous life of 
the industry and compares with only $19 
billion spent in the preceding eleven years. 
Of this $52 billion, $21 billion is expected 
to come from internal sources—that is, 
retained earnings and depreciation; but 
$31 billion will have to be raised in the 
capital markets, Of the latter, about $19 
billion is expected to be raised from the 
sale of bonds which is more than the entire 
funded debt of the electric utilities at the 
end of 1958, including that part of the 
debt created to finance their substantial in- 
vestment in property other than electric. 
Projecting into the decade, 1971 to 1980, 
produces even more astronomical capital 
requirements. 

One powerful factor which has favored 
the common stockholders of utilities over 
the last twenty-five years or so has been 
the prevalence of low interest rates. These 
have depressed the cost of senior capital 
and allowed most of the earnings to flow 
through to the common equity. While in- 
terest rates in the last two or three years 
have been sharply higher, the proportion 
of bond capital raised at these higher rates 
is still quite limited and the capitalization 
of interest during construction has helped 
to further cushion the effect of these 
higher rates. As a result, the rate of re- 
turn earned on the book value of the com- 
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mon equity has been able to show a mild 
upward trend in spite of a flat trend in the 
return earned on total book capital. By 
plowing back part of the earnings and also 
by selling new stock at prices well above 
book value, the book value per share and 
also the earnings per share have been able 
to show an upward trend. The data in 
Table III, page 687, show what has hap- 


pened. 


Bondholders Have Done Poorly 


he is hardly an extreme statement to say 
that the relatively good fortune of util- 
ity common stockholders in recent years 
has been achieved to a considerable extent 
at the expense of the senior security hold- 
ers, particularly the bondholders. The lat- 
ter over the last decade or so have had an 
extremely bad time of it. Not only are they 
receiving their interest and principal re 
payments in much less valuable dollars 
than they invested, but, due to rising in- 
terest rates, the market values of their 
bonds have declined sharply. Taking these 
two factors into consideration, it can be 
easily demonstrated that the holders of 
long-term, low-yielding utility bonds sold 
over the period from about 1937 to 1957 
have received no real economic return on 
their investment, but in many cases have 
suffered a substantial economic loss. 

This experience is a powerful reason 
why these bonds have lost their former 
high status in the eyes of important classes 
of investors and why the market for them 
has greatly narrowed. Today these bonds 
must be sold largely to relatively unso- 
phisticated investors, such as public pen- 
sion funds which by law are still largely 
restricted to publicly sold, high-rated 
bonds. The life insurance companies, 
which a decade ago were the heaviest 
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buyers of these bonds, are no longer much 
interested in them at all, except to unload 
their present holdings as opportunity of- 
fers. In the face of the huge projected de- 
mand for debt capital by the utilities in the 
years ahead, this may create a very serious 
financing problem which will affect the 
interest of the common stockholders. 


[® as I expect, the utilities have to sell 

their bonds in the future at sharply 
higher interest rates than have prevailed 
in the last decade, the very favorable earn- 
ings leverage accruing to their common 
equity will tend to materially suffer unless 
the rate of return which they are permitted 
to earn can be pushed up rather sharply. 

Another important aid to growth in 
utility common stock earnings per share 
in recent years has been the fact that near- 
ly all public utility stocks have been selling 
well in excess of their book values. In the 
electric utility field, these stocks now sell 
on average at about two times their book 


?d 


values and much higher in the case of 
outstanding growth companies. This has 
meant that it has been possible to raise 
new equity capital at a much faster rate 
than the increase in the number of shares 
outstanding. Assuming no decline in the 
rate of return on book equity, this has 
meant a substantial increase in earnings 
per share outstanding. The higher the 
stock has sold in relation to book equity 
to book value, and the more rapid the rate 
of growth in the capital structure, the 
faster has been the rate of growth in earn- 
ings per share. 


Siw essential ingredient in this process 

is a permitted rate of return on book 
equity, after paying prior charges, which 
produces an increasing trend in earnings 
per share and causes the common stock 
to sell well above its book value. A leveling 
off or decline in per share earnings 
through a slowing down in the growth 
rate or adverse regulatory action would 


TABLE III 
CLASS A AND B ELECTRIC UTILITIES 


Preferred Stock 
Common Stock 


Total Capital 


Interest Charges 
Preferred Dividends 
Earned on Common 


Total Operating Income 


Return Paid on Debt 

Return Paid on Preferred 

Return Earned on Common Equity 
Return Earned on Total Capital 


(Amounts in Millions of Dollars) 
1958 1953 1948 
7,166 
2,192 
5,608 


11,424 
2,990 
8,767 





“14,966 


23,181 


357 
138 
826 


212 





1,321 


Source, Moody’s 1959 Public Utility Manual. 
Note: Charges and earnings during the year have been related to capital 
at the end of the year. Interest charges are after deducting interest charged 


to construction. 
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tend to break the spell and cause these 
stocks to appear overpriced. 


Has Inflation Been Checked? 


i a decade ago, investors regarded 

utility stocks as rather poor hedges 
against inflation. The selling price of their 
product was severely restricted by regu- 
lation while their costs were free to rise. 
There was the threat of regulatory delay 
in granting rate increases to offset rising 
costs. 

More recently, a school of thought has 
arisen among some financial analysts to 
the effect that these stocks are rather good 
inflation hedges. Exponents of this school 
point to the steady increase in per share 
earnings in a period of creeping or walk- 
ing inflation. They point out that in some 
branches of the utility industry, notably 
the electric and natural gas pipeline divi- 
sions, the cost of labor represents a rela- 
tively small fraction of operating revenue 
and also that through technical advances 
the efficiency of labor is improving. 

While this point of view probably has 
some merit, it is unlikely that utility man- 
agements, faced with an annual round of 
wage increases for people performing 
much the same work and faced with rising 
fuel and material costs, will be inclined 
to belittle the impact of inflation on utility 
operations. This is particularly true of the 
telephone and water divisions of the in- 
dustry, but applies to the other major di- 
visions as well. My wife, who has steadily 
beat down all attempts to stabilize her 
household allowance, on the ground that 
prices at the grocery and elsewhere had 
stabilized, will concur strongly in this 
point of view. 

As a matter of fact, the increase in per 
share earnings of utilities has been 
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due in no small part to the buoyant stock 
market already mentioned which has per- 
mitted additional shares to be sold at high 
multiples of earnings and far in excess of 
book values, thereby tending to hold dilu- 
tion of per share earnings to a minimum. 
This is a technical situation that has noth- 
ing to do with inflation or the lack of it. 
The average return on total utility book 
capital, let alone fair value or reproduction 
cost, has been increasing very slowly and 
has in no way kept pace with the sharply 
increased cost of senior capital. 


jen is very good reason to believe 

that an important correlation exists 
between the size of government budgets in 
relation to national income and inflation. 
In that period of modern history, from 
the Napoleonic Wars to World War I, 
when the major commercial nations of the 
Western world enjoyed relatively stable 
money values, and incidentally rapid eco- 
nomic growth, taxes were low and gov- 
ernment budgets of all sorts absorbed only 
a small fraction of national income. As 
recently as 1930, tax levies, federal, state, 
and local, in this country absorbed well 
under 10 per cent of the national income, 
of which less than 4 per cent was levied 
by the federal government. By 1940, this 
tax take was still under 15 per cent of na- 
tional income. In former periods of his- 
tory, taxes were lowered after a war so 
that they could be raised again in the event 
of another war. However, since wars have 
been fought to end war, this has not been 
considered necessary. Therefore, by 1955, 
ten years after World War II, the tax bite 
was still 25 per cent of national income, 
18 per cent federal and 7 per cent local. 
Today it is probably in excess of 30 per 
cent, and can anyone see a decline in sight? 
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Some Economic Theories 


Bess in the early 1920’s, John Maynard 

Keynes expressed the opinion that 
when taxes exceed 25 per cent of national 
income, inflation becomes pretty inevitable. 
The incentive of employers to resist wage 
increases in excess of productivity gains 
declines when the government pays, in 
effect, most of the increase. Brain power 
is directed toward tax avoidance rather 
than toward more productive pursuits, 
and the incentive to achieve incremental 
earnings through extra work is sharply 
curtailed. 

The well-known Professor Parkinson 
in a recent book expressed the view that 
when. taxes reached 30 per cent of na- 
tional income the power and strength of 
a country in the eyes of the world decline. 
For such a country has largely exhausted 
its reserves of taxing power and internal 
inflation is weakening its social and moral 
fabric. He points to Great Britain and 
France as prime examples of this theory. 

There is probably some upper limit to 
taxation where the system tends to break 
down. Parkinson thinks it is in the range 
of 35 per cent to 40 per cent of national 
income, although when national survival 
is at stake it can be pushed temporarily 
higher. In the case of the French Revolu- 
tion, which was largely a revolt against 
the fiscal irresponsibility of the old ré- 
gime, taxes and tithes are calculated to 
have reached about 37 per cent of the 
income of those who were called to bear 
them before heads began to roll in a big 
way. It was when Louis the Sixteenth, 
the unlucky last of a long line of big gov- 
ernment spenders, called together the 
Estates-General to levy still more taxes to 
replenish an empty treasury that all hell 


broke loose. This may give us some clew 
as to where the breakdown point is. 


I" any case, our taxes have been contin- 

uously at a level of 25 per cent or more 
of national income since early in World 
War II and in that period we have had 
pretty continuous inflation. In Britain and 
France where taxes have been even higher, 
inflation has been more rapid. The spend- 
ing proposals in current political platforms 
give us scant assurance that inflation has 
been stopped. 

In recent months, the point has been 
raised that greater competition in the 
world markets, resulting mainly from the 
economic renaissance of Western Europe 
and Japan, will exert a curb on rising 
prices. To this may be added the discipline 
exerted by an outward flow of gold. There 
is probably some ground for optimism on 
these points. However, inflationary pres- 
sures have been reasserting themselves in 
Western Europe, spurred on by overfull 
employment accompanied by upward pres- 
sure on wages. This has been combated 
in Britain by an increase in bank rate to 
6 per cent, and curbs on instalment buy- 
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ing, and by corresponding measures in 
West Germany. However, as yet, we have 
no real assurance that inflation has been 
stopped cold in these countries either. 


Can Interest Rates Be Pushed 
Down? 

HE political advocates of low interest 

rates, who are quite vociferous now, 
must be assuming that those who invest 
money in bonds and mortgages have for- 
gotten everything and learned nothing 
from the events of the last twenty years. 
As I have already pointed out, these par- 
ties, be they individuals or financial insti- 
tutions acting on behalf of individuals, 
have taken a terrific shellacking over that 
period. 

It is unlikely that human memories 
are so short that similar treatment can be 
successfully administered to them again 
within a single human lifetime or even a 
single generation, short of some kind of 
economic dictatorship. The billions of dol- 
lars of long-term 2? per cent, 3 per cent, 
and 34 per cent bonds usually sold at pre- 
miums, but now salable, if at all, only at 
heavy discounts are too sharp a reminder 
of how not to invest money. Such bonds, 
even though they carry the highest ratings, 
have tended to supplant weak railroad 
bonds in the category of what is consid- 
ered to be most trashy and most unde- 
sirable in institutional portfolios. 

It is no doubt true that the government 
can push down interest rates for a short 
time, but at heavy cost. It can do this, as 
was demonstrated during World War II 
and its aftermath, by creating a large 
amount of new money, mainly in the form 
of bank deposits, and having the Federal 
Reserve support the market for govern- 
ment bonds and indirectly all other bonds. 
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The end result, of course, was the halving 
of the value of the dollar. Ultimately, in 
1951 it was necessary to open the flood- 
gates in the dam and let supply and de- 
mand forces take over in the market. 


i ews process would not work as well 
the second time. Savers and investors 
with an expensive education so recently 
acquired would speedily sense what was 
up and would tend to run for cover from 
the expected inflation. Our already anemic 
dollar would suffer further loss of blood, 
and bonds as a medium of investment 
would lose what was left of their limited 
stature. 

It is quite noticeable that countries of 
Western Europe which have suffered 
more from inflation than we have do not 
hesitate to push up interest rates by Cen- 
tral Bank action whenever further infla- 
tion threatens. Interest rates there for the 
most part are now much higher than ours. 
If this differential widens or continues, 
the loss of gold from our shores which 
has been taking place in recent years will 
inevitably be speeded up, as foreign bal- 
ances here are withdrawn to greener pas- 
tures. In this age of intercontinental mis- 
siles, the United States is no longer the 
impregnable haven for capital which it 
was once considered to be. Nervous money 
will no longer stay here regardless of the 
return offered. 


HE most sought-after commodity in 

the world today is capital for invest- 
ment. Such capital is in very short sup- 
ply relative to demand. This is true in 
every type of society from the so-called 
undeveloped areas of Africa, Asia, and 
South America to the long industrialized 
countries of Western Europe. The latter, 
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in fact, seem to be undergoing an indus- 
trial growth which is more rapid relative- 
ly than our own. As long as investment 
capital is in short supply relative to de- 
mand all over the world, any attempt to 
artificially depress interest rates in any 
area can only result in harmful failure. 

We should also take into account the 
fact that high taxes plus inflation have 
changed the significance of interest paid to 
investors. This is because these imposed 
prior charges on the interest received. In 
low-tax, preinflation times 6 per cent gross 
was 6 per cent net, or nearly so. Today, 
however, after allowing for a tax rate of 
40 per cent and the average inflation rate 
of the last eight years (1.3 per cent per 
annum), which is levied on principal, a 
taxable gross interest rate of 6 per cent 
produces a real net return of only about 
2.3 per cent. It is this type of reasoning 
which has produced the cult of common 
stock. 


Outlook for the 1960’s 


ew probability is very strong that in 
the decade of the 1960’s the utilities 
will have to pay a much higher average 
cost for senior capital than was paid dur- 
ing the 1940’s and 1950’s. We have had 
some prelude to this during the last year 
or so. The impact of this higher cost 
has so far been only mildly felt on earn- 
ings available for equity capital, but this 
impact will be progressively heavier. 


So far this state of affairs has been 
inadequately recognized by many regula- 
tory authorities. There has been no ma- 
terial increase in the average return 
earned on total utility capital since in- 
terest rates were at very much lower levels 
than at present. This rate of return must 
be raised if the financial standing of the 
utilities is not to suffer. A rate of return 
of 6 per cent when bond money costs 3 
per cent is a far cry from such a rate 
of return when senior capital costs 5 per 
cent or more. 

A good many recent applications 
for rate increases which seemed to 
be fully justified by present facts have re- 
ceived disappointing treatment. There 
have also been long delays in considering 
obviously needed rate relief. Today a 
good many utilities are still earning well 
under 6 per cent on their book capital, 
which is a clearly untenable situation if 
continued into the future. 


Re such experience as I have had in 

presenting cost-of-money evidence in 
rate cases in a number of jurisdictions, 
it seems that there are certain roadblocks 
in regulatory thinking which must be re- 
moved if the present favorable status of 
public utility stocks is to be maintained 
and if the companies are to attract the 
capital necessary to finance their huge an- 
ticipated requirements in the years ahead. 
These will be dealt with in a subsequent 
article. 


Part II of this article will appear in the next tssue of the FORTNIGHTLY. 
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Why Fight It? 








By WILLARD W. GATCHELL* 


Gas producers are hitting their heads against a stone wall in fighting 
regulation. Courts today seem generally price conscious and in no mood 
for relaxing regulatory controls, Price is a more important factor in certifi- 
cate cases due to the famous U. S. Supreme Court Catco decision. Rate 
cases have been speeded up by the FPC, but reasonable rates are not 
always easy to ascertain. Caught in the web of court decisions and govern- 
mental controls, producers might fare better were they to comply with 


rather than fight regulation. 


TILITY regulation is a highly com- 
plex governmental operation. It 


calls not only for the exercise of 
informed judgment by those who partici- 
pate in actions before the regulatory com- 
missions, but the members and staffs of 
those agencies must exercise restraint to 
avoid impinging on the responsibilities of 
management. They must act only when 
fully informed of those facts which relate 
to the immediate situation under consider- 
ation, and they must ever bear in mind 
the basic purposes of the particular regu- 
lation authorized by Congress. 
*Former general counsel, Federal Power Com- 


mission. For additional personal note, see “Pages 
with the Editors.” 
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Our national economy has been steadily 
expanding and we expect and hope that it 
will continue to do so in the future. But 
if our free enterprise system is to grow, 
there must be a constant stream of addi- 
tional investments in man power, working 
capital, and new plants. 

New capital expenditures, however, are 
made only after detailed plans have been 
prepared and approved. A regulatory 
agency such as the Federal Power Com- 
mission is not equipped to engage in long- 
range planning for each of the interstate 
electric and interstate natural gas com- 
panies which it regulates nor should it 
assume any such responsibility. Corporate 
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management and corporate expansion 
should be the responsibility and function 
of the officers and stockholders of the reg- 
ulated companies. On: the other hand, reg- 
ulation should not stifle expansion nor 
place the financial affairs of a regulated 
company in economic jeopardy. 


Responsibilities of the FPC 


7 Federal Power Commission has 

the responsibility of protecting con- 
sumers against exploitation at the hands 
of regulated companies as the Supreme 
Court has frequently observed, and it has 
the equal responsibility of seeing that 
these companies have an adequate level of 
earnings, sufficient to maintain an efficient 
operating system, and sufficient to attract 
new capital in balanced proportions at a 
reasonable cost. 

These two factors—protection of con- 
sumers and maintenance of economic sta- 
bility—overshadow in importance other 
factors which arise in the regulation of 
interstate electric and natural gas com- 
panies. To maintain a reasonable and fair 
balance between the two, the commission 
must relate the level of earnings to some 
rate base and it must allow a reasonable 
rate of return. Determination of these 
bases and the return necessarily involves 
the exercise of considerable judgment. 

We should start with these basic es- 
sentials, for too frequently the discussion 
of regulatory processes becomes mired in 
details which have only slight relationship 
to fairness to consumers on the one hand 
and to financial integrity on the other. 


Producers and Regulation 


A it should by now be recognized, 
even by those maverick producers 


who are so determined to forego the bless- 
ings and pleasures of regulation, that fed- 
eral regulation of interstate natural gas 
companies is here to stay. 

It takes no Solomon to observe that atti- 
tudes have a great deal to do with the suc- 
cess or failure of any activity, whether in 
the field of government or elsewhere. The 
attitudes of many of the producers have 
changed but slightly since that fateful day 
of June 7, 1954," when the Supreme Court 
gently suggested that the Federal Power 
Commission and the independent pro- 
ducers of natural gas should unite their 
activities in the noble undertaking of pub- 
lic service set forth so clearly in the Nat- 
ural Gas Act. 

The Federal Power Commission, in a 
spirit of unexpected lenience, immediately 
decided not to force its existing stringent 
regulations on the producers and to very 
greatly lighten the regulatory burdens by 
limiting its control of producers to the 
barest essentials. 


R= from accepting the situation, the 
producers continued their battle on 
new fronts. They attacked FPC’s modified 
regulations, not realizing that the courts 
would uphold the commission as they did. 
They even took the commission into the 
fifth circuit where the judges are ac- 
quainted with the problems of natural gas 
producers and where New Orleans is fa- 
mous not only for sea food but is within 
a stone’s throw of oil and gas wells. To 
remove the judiciary even farther from 
Washington, the producers also took the 
commission into the tenth circuit and ar- 
gued with typical Texas vehemence about 

oppression by Washington bureaucracy. 
1 Phillips Petroleum Co. v. Wisconsin (1954) 347 

US 672, 3 PUR3d 129, 
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The commission was successful in de- 
fending its regulations and due to fortui- 
tous circumstances was successful in ex- 
tending its jurisdiction over producers 
right down to the producing wells. 

I must confess some uneasiness at the 
time as to whether the staff could 
obtain commission decisions and court af- 
firmance in some of these cases, but grad- 
ually the scope of producer regulation 
assumed concrete shape and we could get 
down to the real business of regulating. 


Producers Keep Fighting 

: iene producers, however, sought still 

another front. They persuaded Con- 
gress to change the legislative objective 
and to leave producers alone. One presi- 
dential veto after another, however, mere- 
ly caused them to shift their legislation in 
minor details. Instead of absolute exemp- 
tion, they finally asked for indirect exemp- 
tion or the use of ineffective rate formula. 

The hostility of the producers from the 
Southwest at times led many to be thank- 
ful that the Federal Power Commission 
had not been in existence a century and a 
quarter ago, or I am sure it would have 
been linked in some way with the loss of 
the Alamo which, I understand, is still a 
lively topic of conversation around gas- 
producing Texas. 

On the other hand, if the producers 
really want to know what they are up 
against, they might take a leaf from the 
history of the electric utility industry. The 
interstate electric companies objected vig- 
orously to the imposition of federal con- 
trols but eventually became reconciled to 
the inevitable. Their energies in recent 
years have been directed into more fruitful 
channels. Having adjusted to regulation, 
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the electric utilities have been improving 
their public relations and as a group are 
on a more harmonious plane than at any 
time in their history. 


How about Public Relations? 
wu many of the natural gas-distrib- 

uting companies do a good job of 
promoting their public relations, they are 
somewhat handicapped by the policies fol- 
lowed in the producing areas. 

One reason for the improved atmos- 
phere in the electric industry may not be 
hard to find. In 1935, the average residen- 
tial bill for 250 kilowatt-hours was $8.91. 
In 1960, the average bill for the same 
quantity was $7.44, or over 16 per cent 
less, notwithstanding some slight increases 
in recent years. In 1930, the average cost 
of electric energy per kilowatt-hour was 


6 cents. In 1960, the average cost was 2.5 
cents—less than half. 


In 1938, when the Natural Gas Act was 
adopted, many producers were selling nat- 
ural gas for 3, 4, or 5 cents per Mcf. 
Today the producers feel abused when 
anything under 25 or 30 cents at the well 
mouth is mentioned. 
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No one would suggest that producers 
should be held to the same prices they 
were glad to obtain twenty-five years ago. 
Nevertheless, it would appear to be at least 
understandable if consumers should pro- 
test against the prolonged rise in producer 
prices, even if the producer receives only 
a small part of the consumer’s dollar. 


Certificating New Gas Sales 

r order to further popularize consumer 

groups, mention might be made of the 
claim which I have seen advanced several 
times recently that if the commission 
should delay certificating new gas sales, it 
would be helping to preserve these natural 
gas resources for use in the future instead 
of actively promoting the early exhaustion 
of limited supplies. 

It is the practice of the commission to 
interpret § 7 of the Natural Gas Act rather 
liberally when an application for tempo- 
rary authorization is filed. Although 
§ 7 (c) authorizes the issuance of certifi- 
cates in cases of emergency, to assure 
maintenance of adequate service or to 
serve particular customers, many tempo- 
rary authorizations are granted for other 
reasons. Once a company has temporary 
authorization and starts service, however, 
it is almost impossible to cut the service 
by denying a permanent certificate. 

FPC is continually receiving interven- 
tions by distributing companies in these 
temporary authorization cases where the 
distributors plead the necessity for the 
issuance of the permanent certificate be- 
cause the distributors buying under tem- 
porary arrangements have attached addi- 
tional firm loads which must be met during 
the next heating season. While companies 
are usually quick to tell the courts how 


wrong the commission has been in inter- 
preting the law, I have not noticed any 
great rush to bear down heavily on the 
legality of FPC temporary authorizations 
for the risk to distributors from delay is 
very real to them. 


Price Now Complicates Certificate 
Granting 

Fes phase of FPC certificate work 
is receiving a great deal of attention, 
however, and that is the price at which 
new service should be certificated. Any dis- 
cussion of natural gas regulation will bring 
out some landmark cases in addition to 
the astonishing Phillips Petroleum Com- 

pany decision of June, six years ago. 
The famous Mobile decision (350 US 
332) February 27, 1956,? and the Mem- 
phis decision (358 US 103) of December 
8, 1958,® will be long remembered. These 
decisions, however, merely delineated the 
situations under which rate increases could 
be filed unilaterally. Had Memphis fol- 
lowed the same reasoning as Mobile, 
someone would have been up in Congress 
long before this. We would have been 

hamstrung in our regulation of rates. 


But in the Catco decision (360 US 
378) of June 22, 1959,* the Supreme 
Court really spilled the apples. In that case 
the court said that before issuing a certifi- 
cate of public convenience the commission 
should satisfy itself that the proposed 
rates were not out of line. This means rate 
examination before a certificate is issued. 
Many FPC certificate cases will now so 
closely resemble rate cases as to be indis- 


2 Federal Power Commission v. Mobile Gas Serv- 
ice Corp. 12 PUR3d 112. 

8 United Gas Pipe Line Co. v. Memphis Light, 
Gas & Water Div. 26 PUR3d 314. 

# Atlantic Refining Co. v. New York Pub. Service 
Commission, 2? PUR3d 70. 
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tinguishable from a regular rate proceed- 
ing. One company has bodily lifted the 
rate evidence which it had already pre- 
sented in a §5 (a) proceeding as to the 
lawfulness of its rates and brought that 
evidence over into a certificate proceeding 
where the initial rate had been questioned. 
Other companies may do the same thing. 

From the standpoint of an attorney liv- 
ing in a consuming area, it may sound fine 
to say that the commission must try to 
keep prices in line and not to certificate 
sales at producer prices which are higher 
than those prevailing in the same produc- 
ing fields from which the new supplies 
would be drawn. Also, there have been 
those who welcome the extended investi- 
gations which FPC rate cases require be- 
cause the accompanying delays in new 
certificates mean that natural gas supplies 
will be spread over a longer period of time 
and also competition with coal and oil will 
be delayed. 


FPC and Gas Expansion Planning 


B” there are many factors to be con- 
sidered. The fixing of rates when is- 
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suing certificates presents another situa- 
tion where the necessity for administrative 
restraint meets a very difficult test. The 
commissioners cannot plan the expansions 
into new territory which are required in 
the growth of a large utility system. The 
commission staff is likewise reluctant to 
undertake any such planning responsibility 
as directed to a particular company. How- 
ever, as our cities spread out into suburbia, 
adding one new residential area to another, 
someone must look ahead to the utility 
problems of house heating and cooking, 
laundry service, and the other uses to 
which natural gas may be put. 


oy has been urged that natural gas be re- 
stricted to certain industrial uses for 
which it is peculiarly valuable. Of course, 
the coal people would be delighted with an 
end-use policy that restricted natural gas 
markets. Their continuing attempts to con- 
fer upon some agency the responsibility 
for formulating a national fuels policy 
should not be lightly dismissed, for they 
have advanced some persuasive arguments 
and are not without influence in Congress. 
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Rate-fixing Problem 
usT a word about the key problem fac- 
ing the gas industry and the commis- 
sion delays in rate fixing. The examina- 
tion of proposed rates is not altogether a 
simple matter. FPC has tried to reduce the 
time lag between the filing of applications 
and final commission action. When it 
comes to rate cases, the FPC is faced 
with many problems with infinite compli- 
cations. 

If it were to accept all that a company 
says about its rates, it could proceed with 
haste in acting on these cases and its 
speed would be astounding. I doubt if it 
would take very long for word to seep 
out, however, that all that would be neces- 
sary is for a company to make its claims 
in an application and, presto, the facts are 
taken as so represented. 

Since the commission appears to be re- 
luctant to follow that very tempting 


course, some investigation is necessary. At 
the other extreme of full examination, ev- 
ery slight detail would have to be examined 
by the commission’s staff and this, of 
course, would require a far larger force of 
investigators than could ever be expected 
from Congress. 


PC has, therefore, tried to suggest 


that its staff investigation should, 


pick up the high spots and look for ob- 
vious discrepancies and _ irregularities. 
FPC field investigations do not take as 
long now as formerly and the office study 
is more expeditious. It has made other 
procedural improvements at the working 
level. 

Nobody seems to give much credit 
for these changes, but that is to be ex- 
pected. Whether FPC will still be able to 
do an effective job of examination re- 


mains to be seen, but at least it is mak- 
ing some progress on the time phase. 

The producers might look at another 
aspect of FPC work and examine the 
court review cases which it has pending at 
the present time and the trend of those 
cases over recent years. After the famous 
Phillips case six years ago, FPC court re- 
view cases trebled in volume. While it 
was defending the regulations generally 
and the commission’s jurisdiction, its rec- 
ord of wins was high. 

The shift in court review emphasis, 
however, has been more to the merits of 
regulation. 


Courts Are Dominantly 
Consumer Minded 


fuses may be due to the failure of the 
commission to follow staff recom- 
mendations, as some have asserted, or it 
may be due to the effectiveness of regula- 
tion or to disagreement between commis- 
sion philosophy and judicial philosophy. 
More consumer interest is being mani- 
fested and the courts are traditionally con- 
sumer conscious. Even when most FPC 
cases were centered in the fifth and tenth 
circuits with their producer backgrounds, 
the courts did not appear to be particularly 
favoring any relaxation of regulatory 
policy. 

Once the protection of consumers is 
threatened the courts appear to enlarge the 
magnifying power of their judicial mi- 
croscopes and to give FPC orders the most 
minute and critical examination. No doubt 
the strong appearance of such states as 
Pennsylvania, New York, Wisconsin, and 
California, coupled with the activity of 
distribution companies, has had its effect 
upon the liberality which might otherwise 
be exhibited in court decisions. 


NOVEMBER 10, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


I speak of the concern which the courts 
appear to show for the interests of con- 
sumers, for some of the basic differences 
between the courts and the producers are 
rather fundamental. 


Getting Rid of Fair Value Rate Making 
Fe many years, the Federal Power 

Commission was one of the pioneering 
regulatory agencies seeking to eliminate 
the fair value rule of rate making enun- 
ciated in Smyth v. Ames. The burdens 
which this rule imposed are not adaptable 
to modern times if regulation is to be at all 
effective. 

After many years of careful prepara- 
tion and litigation, the possibility of a new 
rule for rate fixing was posed to the Su- 
preme Court. Our highest court finally but 
completely accepted the net investment or 
cost rate base theory as the norm of reg- 
ulatory control. Once the certainty of this 
principle was established, the commission 
has had little trouble in securing court ap- 
proval to rate determinations based on the 
cost of the property devoted to the public 
service. 

When a large sum of money is invested 
in an unsuccessful oil or natural gas ex- 
ploratory operation, the producers lose 
money. They say that they are entitled to 
extra compensation when they are success- 
ful because of the risks inherent in the 
discovery of new reserves. Congress pro- 
vided a 27} per cent depletion allowance 
but even that does not seem to be sufficient 
to satisfy the producers who seek a greater 
incentive for continued exploration. 


It is not my purpose to enter into the 
controversy, but may I suggest that the 
producers must first persuade the Federal 
Power Commission to their way of think- 
ing and then persuade the courts that they 
are entitled to special treatment above and 
beyond the call of duty to which other utili- 
ties are held. 


Why Not Try Regulatory 
Compliance P 
HENEVER someone mentions the 
words “public utility” in connection 
with the production of natural gas there 
is a perceptible stiffening in the ranks of 
the producers. 

Regardless of what others may say, 
the producers stand as at the Alamo 
in fierce determination never to sur- 
render to the description. It is as though 
acceptance of the opprobrious appellation 
“public utility’ would be worse than 
slavery under Santa Anna. I have too 
much respect for Texas and the Alamo to 
ever use the term. 

The present plight of the producers 
arises, however, from the economic facts 
of life. As suppliers to public utilities, the 
producers seem to be caught in a govern- 
mental operation from which they are un- 
able to extricate themselves and legislative 
extraction is still in the future. The com- 
mission’s staff is primarily concerned with 
carrying out the law as it finds it. It oc- 
curs to me that the producers would do 
well to give more attention to compliance 
than to the process of extraction from 
governmental entanglements. 
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Economic Justice 


and the Cost of Utility Relocation 


By ROBERT H. SARIKAS* 


Relocation of highway facilities by utilities should be accomplished without 
penalizing the utility investor. In fact, economic justice must be done to both 
parties to the transaction. Credit for expired life or depreciation of relocated 
facilities always involves a difference of opinion. All reusable equipment 
should be credited at the current cost new; and if the facility is a major and 
independent segment of the utility system, a credit for the expired life of 
all nonreusable equipment should be made. All such credits should be based 
on sound economic principles. 


HIs article was prompted by the dis- 
cussion of a paper by Austin Gavin, 
entitled “Recovery of Electric Util- 
ity Relocation Expense,” which appeared 
in the June 9, 1960, issue of PusLic UTIL- 
ITIES FoRTNIGHTLY. Mr. Gavin sum- 


marized the legal and legislative history 
of utility reimbursement and pointed out 
the area of agreement and disagreement 
in determining the cost of the substitute 
for the utility property “taken” in cases 


*Electrical engineer, Illinois Power Company, 
Decatur, Illinois, For additional personal note, see 
“Pages with the Editors.” 


where the utility is legally entitled to re- 
imbursement. 

This area of disagreement between util- 
ities and agencies requiring the relocation 
of facilities is believed to be reconcilable 
and the aim of this article is to do just 
that. Economic or cost behavior aspects 
are the main theme of this analysis, rather 
than the legal or accounting phases of the 
problem. Of course, it is difficult to com- 
pletely divorce eonomics from law since 
it is law that regulates economic order. 

The key words are “economic justice.” 
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By economic justice is meant a criterion 
that will “save harmless” the utility in- 
vestor so that he will be neither worse 
nor better off after the utility relocation 
is made. Any procedure or regulation 
which does not meet such a criterion will 
be subject to criticism and controversy. 


an the most controversial item in 

assessing the desired reimbursement 
for utility relocation is the credit for 
expired life or depreciation of the relo- 
cated facilities. To quote Mr. Gavin, 
“Those who take the position that there 
should be a depreciation credit do so be- 
cause they are of the opinion that the 
service life of the relocated facilities will 
extend beyond that of the old facilities.” 
The other “view rejects the argument 
that the utility has received any benefit 
from the relocation. It holds there is no 
predictable increase in service life ex- 
pectancy for the new relocated facili- 
ties...” Naturally, one wonders which 
of these conflicting views is correct. It can 
be easily demonstrated that either of the 
two views can be correct depending upon 
whether or not the relocated facilities are 
reusable. Perhaps this can best be shown 
by a series of relatively simple examples. 


Example No. 1 
Relocation Charged to Expense 


preeenate Construction of a new high- 

way at Location “A,” see Figure 1, 
page 701, makes it necessary to relocate 
two reusable poles 30 feet east from their 
existing location. All labor is to be charged 
to operating expense. At Location “B” 


1“Recovery of Electric Utility Relocation Ex- 
pense,” Austin Gavin, presented at Edison Electric 
Institute Right of Way Conference, 1960. 
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the utility desires to install two poles to 
serve a new customer. These poles are 
of the same size and type as at Location 
“A” 

Solution: Since no items are charged 
into or out of stores for the replacement, 
no problems are posed with regard to ma- 
terial cost. The company still has the 
same number of poles on its system. 
Whatever remaining life the poles had 
in their initial location, they will have 
at the new location 30 feet away. Two 
new poles are charged out of stores and 
installed at Location “B.” The company 
now has in service two old poles at Loca- 
tion “A” and two new poles at Location 
“B.” Since the only expense that the com- 
pany has incurred as a result of the move 
is removal labor, and installation labor, 
the desired reimbursement is the sum of 
these two or the so-called “up and down” 
cost. 


Example No.2 
Relocation Capitalized 
(Material Reusable) 

emg Construction of a new high- 

way at Location “A,” see Figure 2, 
page 701, makes it necessary to relocate 
two reusable poles, 30 feet east from 
their existing location. Service continuity 
requirements dictate that the existing pole 
line be kept in service. At Location “B” 
the utility desires to install two poles to 
serve a new customer. These poles are of 
the same size and type as at Location 
a: igs 

Solution: Charge out two new poles 
from the storeroom and install them at 
Location “A” 30 feet east of the old pole 
location. Remove the two reusable poles 
at Location “A” and return them to 
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stores. Next, charge out the two previous- 
ly returned poles, and install them at Lo- 
cation “B” to serve the new customer. 
A quick comparison of Figures 1 and 
2 will show that the company now has 
the same number of poles in service; 1.¢., 
two new poles and two old poles. The 
only difference is their location within 
the company’s service area, a point of in- 
difference to both the investor and the 
ratepayer. It is assumed that whatever 
remaining life the poles had at Location 
“A,” they will also have at Location “B.” 


We additional expense has the com- 
pany incurred as a result of the 
highway relocation? The answer is sim- 
ple. Removal labor of two old poles, 
installation labor of two new poles the 
same size as old, plus transportation costs 


Figure 1 
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to and from Location “A.” In order 
to save the investors harmless, the com- 
pany must be reimbursed for that amount. 
Notice that except for travel expense the 
required reimbursement is the same as 
that shown in Example No. 1, or it is 
equal to the removal cost of the old poles 
and the installation cost of the new poles 
at Location “A.” 

What credit can be given the highway 
agency if the billing is for the removal 
cost of the old poles plus the installed 
cost of the new poles at Location “A”? 
The answer is clear cut; the highway 
agency can be given a credit for the cur- 
rent price of new poles the same size as 
the old. If that is done, the resultant bill- 
ing is for the removal labor of the old 
poles and installation labor of the new. 
No further depreciation credit is justified. 


Figure 2 
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Although the power line along the high- 
way is new and has a greater life ex- 
pectancy than the original line, some other 
location within the utility’s territory, in 
this instance Location “B,” will have 
an old pole line with a reduced life ex- 
pectancy because the old poles were re- 
used. This reduced life expectancy at Lo- 
cation “B” exactly offsets the saving re- 
sulting from increased life expectancy at 
Location “A.” 


mN alternative approach that gives the 

same result is to give the highway 
agency a credit for the remaining life 
of the old reusable poles that are returned 
to stores as well as a credit for the ex- 
pired life. Since the whole is equal to 
the sum of its parts, the sum of remain- 
ing life and expired life is the life ex- 
pectancy of a new unit. As a consequence, 
giving the highway agency credit at cur- 
rent price new is equivalent to giving a 
credit for remaining and for expired life. 
Note that all of the discussion relating to 
Example No. 2 is predicated upon the as- 
sumption that the poles to be relocated 
are reusable. 


Material Unsuitable for Reuse 


I the material to be relocated is un- 

suitable for reuse, the company has 
been deprived of the remaining useful 
life of the property. The penalty that is 
imposed on the company by virtue of 
premature retirement is the carrying 
charges on the replacement facility for 
the remaining life of the old equipment. 
Carrying charges include depreciation, re- 
turn, income taxes associated with return, 
property taxes, insurance, and taxes on 
gross receipts. The carrying charges on 
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the old equipment are of no import. The 
old equipment must be paid for whether 
the equipment is kept in service, or 
scrapped. Thus it is seen that historic or 
“original cost” of the old equipment is 
of no importance. The carrying charges 
that must be paid as the result of the re- 
location are based upon current prices for 
new equipment installed to replace the 
old. 


If the company is deprived of the re- 
maining life of the old property, it follows 
that the highway agency should have 
to pay for only that amount. If the pay- 
ment by the highway agency is the ma- 
terial cost, plus installation labor of the 
replacement facility, the agency should re- 
ceive a credit for expired life. If the pay- 
ment by the highway agency, equal to 
material plus installation labor less the 
credit for expired life, is exactly equal to 
the present worth of the penalty imposed 
on the utility by virtue of carrying 
charges on the replacement facility for a 
period equal to the remaining life of the 
old facility, the utility’s customers are 
“saved harmless.” By this line of rea- 
soning, the “economically just” credit for 
expired life is equal to the installed ~ost 
of the replacement facility ( material plus 
labor) less the present worth of carrying 
charges on the replacement facility for a 
period equal to the remaining life of the 
old facilities. 


Why a Present Worth Equivalency? | 


HE investors and ratepayers do not 
value future savings or cost as much 
as present-day amounts. This is also true 
in our personal life. If we were given a 
choice of receiving $20 cash now or $25 
cash ten years hence, which should we ac- 
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cept? Logically we would accept the $20, 
because with it we could buy a series E 
United States Savings Bond for $18.75 
and receive $25 in less than ten years. 
Also, this would leave us with the dif- 
ference of $1.25 to spend now. In the 
same way, the annual cost, in future years, 
of the premature rebuild should be re- 
ferred to a present worth equivalency 
using not the interest rate on government 
bonds, but rather the return rate of the 
utility. Present worth, then, is merely an- 
other application of economic justice. 

It is immediately apparent that there 
are many practical obstacles in the way 
of a precise estimate of required reim- 
bursement for material not capable of re- 
use. A few of the obstacles are: 


1. Remaining life of old facilities. 
This is at best an estimate. Age-life 
and retirement dispersion studies can 
aid greatly in making estimates that 
“on the average” are good. 


2. Carrying charges and the present 
worth discount factor are both de- 
pendent upon the magnitude of the re- 
turn rate in the future. This, too, is an 
estimate. 


With the foregoing in mind let us now 
examine a situation where the material 
is unsuitable for reuse. 


Example No. 3 
Relocation Capitalized 
(Material Unsuitable for Reuse) 


penne: Construction of a new high- 

way at Location “A,” see Figure 3, 
page 705, makes it necessary to relocate 
two poles 30 feet east from their existing 
location. An examination shows that these 
two poles are capable of continued use 
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if left undisturbed ; however, they should 
be scrapped if they are removed. At Lo- 
cation “B” the utility desires to install two 
poles to serve a new customer. These 
poles are of the same size and type as 
at Location “A.” 

Solution: Charge out two new poles 
from the storeroom and install them at 
Location “A” 30 feet east of the old pole 
location. Remove the two old poles and 
scrap them. Next, charge out two more 
new poles and install them at Location 
“B” to serve the new customer. 

A comparison of Figure 3 with Figure 
2 shows that the utility now has new 
poles in service at both Location “A” 
and Location “B” in contrast to the sit- 
uation in Examples No. 1 and No. 2 
where new poles were in service at only 
one location. 


I as remarked earlier, the penalty im- 

posed on the utility by virtue of the re- 
location is the present worth of carrying 
charges on the replacement facility for 
the remaining life of the old facility, it 
naturally follows that this quantity is 
also the desired reimbursement, if “eco- 
nomic justice” is to prevail. Since, as a 
practical matter, the highway agency is 
normally billed for the cost of the replace- 
ment facility (material plus installation 
labor) it is necessary to calculate a credit, 
which, when deducted from that billing, 
will leave an amount equal to the present 
worth of carrying charges on the replace- 
ment facility for the remaining life of the 
old facility. 

At this point, certain additional ques- 
tions must be answered. If the annual 
property tax and insurance on the new 
poles at Location “A” are equal to that 
on the old poles, these items cancel and 
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can be omitted from the carrying charge 
computation. If a tax loss is allowed for 
income tax purposes when the old poles 
are prematurely retired (which is seldom 
done), only a small tax differential need 
to be included. Actually the income tax 
factor is seldom introduced into practical 
billing situations due to the difficulty in 
presenting the case. This leaves only the 
present worth of return and depreciation 
on the new poles for the remaining life 
of the old poles as the desired reimburse- 
ment. 


: can be shown mathematically that the 

present worth of lifetime return and 
depreciation on plant is exactly equal to 
the initial investment consisting of ma- 
terial and labor. This is demonstrated in 
Table 1, page 703. The total of column 9, 
which is the present worth of annual 
charges, consisting of return and depre- 
ciation, exactly equals the initial invest- 
ment of $100. The levelized figures shown 
in column 10 have the same lifetime pres- 
ent worth as the nonuniform figures 
shown in column 7. Levelized figures are 
necessary if economic justice is to pre- 
vail. Basing reimbursement on the higher 
nonuniform annual costs in the early years 
would penalize the agency paying for the 
replacement. Reimbursement based upon 
the lower nonuniform annual costs in later 
years would penalize the utility. If the two 
poles of Example No. 3 were considered 
to meet the conditions outlined in the 
heading of Table 1, and in addition were 
seven years old, the desired reimburse- 
ment for poles in place would be equal to 
the present worth of the first three years’ 
carrying charges shown in column 11 or 
$36.32. This value is ofttimes referred to 


by economists as “remaining value” or 
when divided by the initial investment as 
“per cent condition.” Note that it is great- 
er than the unamortized book cost of $30. 
If, in addition, the facility unsuitable for 
reuse is to be removed by the utility for 
the agency requesting relocation, the 
agency should pay for the cost of removal. 
The agency, of course, is entitled to a 
credit for any amounts received by the 
utility when the unusable equipment is 
sold for scrap. 


ee, the desired reimburse- 

ment for poles in place could be de- 
termined by deducting from initial invest- 
ment the present worth of carrying 
charges for years four through ten. This 
latter figure would be the appropriate 
credit for expired life. 


Figure 3 
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Retirement Dispersion 


_ abbreviated approach neglects 
some of the economic facts of life 
such as retirement dispersion or the way 
in which plant retirements are dispersed 
about average life. Figure 4 illustrates 
this graphically. The assumption that all 
plant will last for exactly average life is 
probably the least defensible assumption 
that can be made. It is tantamount to say- 
ing that if the average life expectancy, 
at birth, of males is sixty-nine years and 
you have reached age sixty-seven, your 
life expectancy is two years. Insurance 
rates based upon such reasoning would be 
fantastically high. Actually, the life ex- 

2 For an explanation of the Iowa type dispersion 


curves, see Bulletin 155, Iowa Engineering Experi- 
ment Station, Iowa State College, Ames, Iowa. 


= 


pectancy of survivors increases each year 
so that at age sixty-seven your life ex- 
pectancy is nearly seventy-eight years, or, 
you will very likely live another eleven 
years. Can we say that plant behaves dif- 
ferently? 

The purpose of Table 1 has been 
to merely illustrate general principles. The 
method of calculating per cent condition 
taking into account retirement dispersion 
has been covered elsewhere.® 


Line Must Be a Major Segment 


‘ | ‘HE above explanation of a deprecia- 

tion credit assumes that the remain- 
ing life of the new poles is greater than 
~ 8“Egonomic Comparisons of Alternative Plans,” 
P. H. Jeynes, presented at the May 16, 17, 1960, 


meeting of the Electrical Equipment Committee, 
Edison Electric Institute, at Houston, Texas. 


Figure 4 
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that of the old poles. It also assumes that 
the poles constitute a “major and inde- 
pendent segment” of the system. If the 
poles do not constitute a major and inde- 
pendent segment they are not likely to 
have a greater remaining life than the un- 
touched poles in the line since replacement 
will most likely be dictated by a considera- 
tion of the condition of the entire line, 
not the condition of individual poles. In 
that event a credit is not justified eco- 
nomically. There is good reason to believe 
that this situation very often prevails with 
lines that are relocated due to road con- 
struction. 


Summary and Conclusion 


I" summary, if public works require the 
moving of reusable utility plants, a 
reimbursement for the “up and down” 
labor is justified. If a replacement facility 
must be built, the utility should be paid 
for the cost of the replacement facility 
and removal of the old facility. Also, the 
agency requiring the relocation should be 
given a credit for the current cost new 
of all reusable equipment and if the fa- 
cility is a major and independent segment 
of the utility system a credit for the ex- 
pired life of all nonreusable equipment. 
This credit must be determined on the 
basis of sound economic principles. 


c the extent that a policy or procedure 
for reimbursement differs from sound 
economic principles or fails to define them 
emphatically, there will be opposition and 
controversy. As an example, a literal in- 
terpretation of the reimbursement basis 
described in the Federal Bureau of Public 
Roads Policy and Procedure Memoran- 
dum 30-4 seems to require a dual credit 
for the situation described in Example 
No. 2; 1.e., a storeroom credit for the re- 
usable material that has been removed 
plus a credit for expired life. Such a pol- 
icy could lead to an illogical situation 
where the utility would owe the highway 
agency money for the privilege of relocat- 
ing its own facilities. Apparently this pos- 
sibility was envisioned since a statement 
on page 4 of PPM 30-4 says “In no event 
shall credit be required in amounts ex- 
ceeding the cost of the replacement fa- 
cility.” 


| cramer sig of utilities for reloca- 

tion work is further complicated in 
some areas by state legislation. In the case 
of utility relocation for highway projects, 
a reimbursement scheme based upon the 
provisions of the Bureau of Roads PPM 
30-4 and the principles of “economic jus- 
tice” should provide an equitable frame- 
work for negotiation and a final solution 
of the problem. 





“R ATE cutting limitation is one of several inequalities that permit 
unfair and destructive competitive conditions which are sap- 
ping the economic vitality of essential rail transportation. Unless 
these conditions are corrected they will ruin the railroads as a private 


industry." 


—HOWARD E. SIMPSON, 


President, The Baltimore & Ohio 


Railroad Company. 
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FPC Report on Snake River 
Project 


._ power and flood-control resources 
of the Middle Snake river, with a 
multipurpose High Mountain Sheep proj- 
ect, have been found superior by the Fed- 
eral Power Commission’s technical staff 
to a rival Nez Perce plan urged by gov- 
ernment ownership interests. Findings of 
the commission’s engineering staff were 
placed in the record for the hearings to 
begin November 4th on the rival applica- 
tions for a license to build either of these 
major power plants on the Snake river. 
The FPC staff studies were based on sev- 
eral basic assumptions as to project start- 
ing time and interest rates of money. 
They show that more power would be 
developed and greater flood-control bene- 
fits, with substantially better net annual 
benefits, would be obtainable through the 
High Mountain plan of development. 
A spokesman for Pacific Northwest 
Power Company, which is seeking to 
build the 690-foot High Mountain Sheep 
project, claims that the staff report places 
that technical group in agreement with 
the power company. The Washington 
Public Power Supply System, formed by 
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Washington and 
the Utilities 


public utility districts of Washington 
state, proposes to build the Nez Perce dam 
below the mouth of the Salmon river at 
a site which has caused a storm of pro- 
test from fishing and sports interests be- 
cause such a project would block salmon 
runs into the Salmon river tributary of 
the Snake. 


te the assumption of completion by 
1967, the High Mountain Sheep plan 
would have a power advantage over the 
Nez Perce plan of 177,999 kilowatts of 
prime power, according to the FPC staff 
report. 

At an interest rate of 44 per cent, 
the net annual costs of the High Moun- 
tain Sheep plan would be $609,000 less 
costly than Nez Perce. The High Moun- 
tain Sheep plan calls for a dam at High 
Mountain Sheep on the Snake river at a 
site leaving the Salmon river open to 
passage of fish. It proposes that after fish 
passage problems are solved for the 
Salmon river, a Lower Canyon site on 
the river could ultimately be built. The 
Nez Perce dam proposed by the PUD’s 
would impound lakes in both the Snake 
and Salmon rivers. 
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Gas Rate Developments 


HE Federal Power Commission has 

started to spell out the broad bound- 
aries for regional gas prices, outlined in 
its September 28th policy statement. The 
new rates apply only to independent gas 
producers which do not own their own 
pipelines. The areas in four states were 
detailed by the FPC. No changes were 
announced in the cases of Mississippi, 
Kansas, Colorado, Wyoming, and West 
Virginia, each of which was treated as a 
separate region. The boundaries of the 
11 districts of Texas follow those set by 
the oil and gas division of the Texas Rail- 
road Commission in its 1959 annual re- 
port. In Oklahoma the FPC named three 
regions. The first, the Panhandle area; 
second, the Carter-Knox area; and third, 
the balance of the state. New Mexico was 
divided into two: the Permian basin area 
and the San Juan basin area. 

The recent FPC ruling on area pricing 
of gas, as well as legislative attempts to 
end utility-type control over gas produc- 
tion and other related problems, was 
slated to be discussed at the thirty-first 
annual meeting of the Independent Petro- 
leum Association of America in Dallas, 
Texas, in late October. 


> 


Procedural Conference Being 
Organized 


oe which President Eisen- 
hower requested last August to study 
procedural reforms was established in 
Washington in mid-October. The new 
16-man group is headed by retiring chief 
judge of the United States circuit court 
of appeals for the District of Columbia, 
E. Barrett Prettyman. The committee 
will get down to the business of organiz- 
ing a permanent conference to review pro- 
cedural matters and advise federal regu- 


latory commissions and other agencies on 
methods for avoiding delays, duplication, 
etc., in regulatory proceedings. 

The conference will be composed of 

representatives of federal regulatory 
agencies and attorneys who practice be- 
fore them. It is expected that the confer- 
ence will embrace all agencies which have 
regulatory, rule-making, and adjudicatory 
powers. The new setup is modeled on the 
judicial conference of the federal courts, 
which often speaks for the judiciary on 
matters of court procedure and is often 
asked its opinions on matters before Con- 
gress. 
The following members were selected 
for the 15-man organizing committee: 
Federal Trade Commission Chairman 
Kintner, John L. Fitzgerald of the Fed- 
eral Communications Commission, Robert 
W. Ginnane of the Interstate Commerce 
Commission, John C. Mason of the Fed- 
eral Power Commission, Thomas G. 
Meeker of the Securities and Exchange 
Commission, and Franklin M. Stone of 
the Civil Aeronautics Board. Also in- 
cluded were Kent H. Brown, general 
counsel of the New York Public Service 
Commission; Donald C. Beelar of the 
American Bar Association; Marvin H. 
Bernstein, Princeton University; E. 
Blythe Stason, former Michigan Law 
School dean; Theodore F. Stevens, In- 
terior Department solicitor; Jerrold G. 
Van Cise, ABA; and William C. Koplo- 
vitz, past president of the Federal Com- 
munications Bar Association, who was 
named committee secretary. The House 
Interstate Commerce Committee has asked 
for a “more comprehensive and perma- 
nent organization” by February of next 
year, but at least a good start is being 
made on an attempt to streamline the op- 
erations of our regulatory bodies. 


| pe Prettyman stepped aside on Oc- 
tober 21st as chief judge of the U. S. 
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court of appeals, completing two years of 
breaking new ground for future holders 
of that office. Many chief judges have 
filled the rdle of head of a court whicli 
rates either first or second in national im- 
portance. But Judge Prettyman has made 
a special contribution to the District of 
Columbia as a city—watching over the 
needs of local courts and those who ap- 
pear before them hoping for justice. 
The chief judge of the United States 
court of appeals has the dual responsi- 
bility to accept the law as laid down and 
yet to press actively for needed improve- 
ments. From the outset, Judge Prettyman 
marshaled facts and organized public sup- 
port for the programs which he felt 
should be taken to Congress for enact- 
ment into law. He called in lawyers and 
influential laymen to help him. He asked 
the Judicial Conference for aid and ap- 
peared himself before congressional com- 
mittees as a proponent of these reforms. 


¥ 


Mexico Nationalizes All 
Electric Power 

| geben power has become another 

stepping stone of state socialization 
of industry in Mexico. That country’s oil 
and gas industry, originally developed 
largely by United States interests, has 
been a government monopoly for many 
years. The expropriation of two multi- 
million-dollar power companies, once op- 
erated by “foreign capitalistic interests,” 
and the creation of a nationalized power 
monopoly were announced as the political 
achievement of Mexico’s President Adolfo 
Lopez Mateos. Mexicans boast “we now 
own our electricity.” 

Twenty new power plants, with a total 
of 1.9 million kilowatts, will be built in 
the near future in various parts of Mex- 
ico. Other expansions are planned later 
on. A newspaper campaign in Mexico has 
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compared nationalization of electric power 
with the 1910 revolution. The electric 
power property acquired by Mexico was 
worth $270 million, but cost the govern- 
ment only $52 million. In an effort to 
stave off nationalization of its industry, 
too, the Mexican Telephone Company has 
announced it plans to sell shares to the 
general public, customers, and workers. 


> 


Oversight Subcommittee 
Reported Finished 


I* a televised interview early last month 
in Miami, Florida, Representative 
Harris (Democrat, Arkansas), chairman 
of the House Legislative Oversight Sub- 
committee, said he felt the Oversight 
unit’s job was completed and that he did 
not think the three and a half year old 
subcommittee should be continued into 
1961. There had been previous rumors of 
this, but this seems to be the first time 
Harris, himself, has come right out and 
said so for the record. Harris, who also 
is head of the parent House Interstate 
Commerce Committee, said the Oversight 
Subcommittee had concluded its hearings 
unless something unforeseen arose before 
next January. 

Some of the legislation recommended 
by the subcommittee, he said, has been 
enacted and other bills are still to be heard 
in the next session of Congress. But the 
investigatory phase—that is to say, the 
raw spade work of digging up facts and 
factors which would have a bearing on 
the formulation of new legislation—has, 
in the opinion of the Arkansas Congress- 
man, been completed. 


¥ 


New Report on Atomic Power 


. | ‘HE congressional Joint Committee on 
Atomic Energy has released a study 
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that raises new questions about any early 
general arrival of economic atomic en- 
ergy. A report prepared by Robert Mc- 
Kinney, publisher of a Santa Fe, New 
Mexico, newspaper, at the request of the 
congressional Joint Atomic Energy Com- 
mittee, says that commercial atomic power 
on a generally competitive basis is un- 
likely to be achieved before the 1970’s. 
He blames U. S. policy in part, Soviet 
obstructionism, and also referred to the 
continued high cost of atomic power com- 
pared with power generated by coal, oil, 
or natural gas. 

McKinney declares that the AEC’s goal 
of competitive atomic power in high-cost 
energy areas of the United States is 
pushed farther away because high-cost 
energy areas are disappearing. The AEC 
has predicted that atomic power plants of 
300,000 electrical kilowatts or larger, 
using enriched fuel, will be able to pro- 
duce electricity in 1968 at about seven 
mills per kilowatt-hour in privately owned 
utility systems and at around five mills 
per kilowatt-hour in publicly owned util- 
ity systems. These costs, the commission 
believes, would make nuclear power com- 
petitive, but McKinney disagrees. He es- 
timates that by 1970 conventional plants 
using coal, oil, or natural gas would be 
producing power at a cost of five to nine 
and one-half mills. With atomic power 
costing about seven mills by then, he be- 
lieves it cannot displace conventional 
power because it would offer no substan- 


tial advantage. 
* 


D.C. Transit Fare Case 


Db” Congress, in granting a franchise 

four years ago to the D. C. Transit 
System, Inc., guarantee it a 64 per cent 
return, regardless of the views of the 


District of Columbia Public Utilities 
Commission? U. S. District Court Judge 
F. Dickinson Letts early last month ruled 
against the Transit System and held that 
the commission still has ample discretion 
to fix bus fares that will serve the public 
interest as well as give the company a 
fair return. The company’s argument was 
that its franchise gives it a right to any 
fare structure that would yield up to 63 
per cent of gross operating revenue. 

Congress did indicate a belief that a 64 
per cent return would not be excessive. 
But this appears to have been keyed to a 
net investment rate base rather than gross 
revenue. In fixing the present bus fares, 
the commission indicated that earnings of 
4.1 per cent of net operating income, 
after taxes, would be fair. This was not 
challenged in the case before Judge Letts. 
If his ruling stands, the commission and 
later the new Metropolitan Transit Com- 
mission will have a free hand (within the 
limits of the constitutional requirement 
for a fair rate of return) in working out 
a rate structure that will serve the com- 
munity interest. 


¥ 


Pay Video Hearings Start 


HE Federal Communications Com- 

mission opened public hearings on 
October 24th on a plan to authorize a 
full-scale tryout of pay television. As the 
sessions got under way, Thomas F. O’Neil 
of R.K.O. General, Inc., testified that the 
first major pay television experiment, 
planned for Hartford, Connecticut, would 
have about 50,000 subscribers. 

R.K.O. General, Inc., and Zenith Ra- 
dio Corporation have asked FCC for per- 
mission to conduct a joint three-year, $10 
million test over station WHCT-TV. 
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Impending Satellite 
Controversy 

HEN historians of the future look 

back on the twentieth century they 
may reflect that the bane of the age was 
the ability of science to create devices be- 
fore the society was mature enough to 
manage what they had produced. We have 
already seen the difficulties associated 
with the unlocking of the atom. At least 
as much time and effort are being spent 
attempting to reach international agree- 
ments banning atomic weapons as are be- 
ing devoted to the productive use of the 
atom itself. This inventing of the wheel 
before we know how to push the cart 
now seems to have complicated the possi- 
bilities of a satellite communications sys- 
tem. 

AT&T has just recently announced 
that it plans to put the first such relay 
system in space within a year. The com- 
pany is now prepared to contract for the 
launching of the necessary satellite and to 
proceed with the construction of trans- 
mission and receiving stations on the 
ground. Appropriate contacts have been 
made with the Federal Communications 
Commission. 

AT&T Vice President Killingsworth, 
who is in charge of the Long Lines Divi- 
sion, stated: 
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Telephone and 


Telegraph 


Weare planning a system that would 
make use of solar-powered satellites. 
. . . Electronic amplifiers aboard the 
space station would catch signals from 
earth, immediately boost and relay them 
on to the ground stations in the United 
States, the United Kingdom, and West- 
ern Europe. 


The proposed satellite would have about 
60 per cent of its surface covered with 
solar cells and it is anticipated that the 
initial satellite will be capable of trans- 
mitting up to about thirty-five minutes 
some three or four times a day. 


D> T. KetrH GLENNAN, director of 
the National Aeronautics and Space 
Administration, has pointed out that his 
agency intends to make “an early demon- 
stration of the technical feasibility” of 
active repeater communications satellites. 
In this NASA anticipates assisting pri- 
vate companies in establishing commercial 
space communications by making launch- 
ing rockets and such other technical help 
available at cost. This raises a potential 
jurisdictional dispute since it has been 
generally understood that the NASA 
would concern itself with passive satel- 
lites, such as Echo I, while leaving the 
active repeater satellites to the Army. 
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Echo I continues in orbit, slightly 
wrinkled due to the effects of nearly two 
months’ space travel. However, in spite 
of the good performance of this passive 
satellite, most authorities agree that the 
communications satellite of the future will 
be of the active repeater type. For one 
thing the passive type requires more 
power from ground stations than does a 
satellite such as Courier 1-B, which has 
its own transmitters. 


_Geipeninees and regulation of space com- 
munications are sure to involve the 
Federal Communications Commission and 
when the international aspects of such 
systems are contemplated, the State De- 
partment must also be considered. The 
suggestion already has been made that 
the United Nations will probably have a 
finger in the pie too, since it is obvious 
that Russia will be interested in such a 
system. The regulatory problems of satel- 
lite communications quite literally span 
the globe and at some date in the future 
an international or intergovernmental 
body will have to take on the job of super- 
vision. Just how much co-operation can 
be expected from Russia remains to be 
seen. 

The United States, France, Germany, 
and Great Britain may join forces by the 
end of the year to establish a communica- 
tions satellite relay system. The three 
friendly nations have expressed interest in 
participating with the American Tele- 
phone and Telegraph Company in estab- 
lishing such a system, which would be 
used primarily for experimental relays. 
At some time in the future such satellites 
could be used to carry hundreds of trans- 
atlantic telephone calls or broadcast trans- 
Oceanic television programs. A proposed 
Bell satellite, of the active repeater type, 
would weigh about 150 pounds and would 
be placed in orbit 2,200 miles high. For- 


eign telephone companies participating in 
such a program would pay some of the 
cost involved by providing ground sta- 
tions in Europe. The State Department 
has been kept advised of these talks due 
to the many international considerations 
which are involved in projects of this 


type. 


D* James C. FLETCHER of the Space 
Electronics Corporation of Glen- 
dale, California, has warned that the race 
for a world-wide communications satel- 
lite system may determine if the language 
of the world will be English or Russian. 
He believes that the possibilities of such 
a system are too dimly seen and that 
Russia may very well be making such a 
project one of its prime targets. Dr. 
Fletcher has stated that a satellite costing 
$25 million could be orbited in less than 
two years and that such a satellite could 
carry ten times as many telephone calls 
as a transatlantic cable costing twice as 
much. In this reference he advocates the 
establishment of a “super department” to 
integrate space activities of the Com- 
merce, State, and Defense departments 
with the federal space agency. It is his be- 
lief that military and space efforts are 
receiving proper emphasis, but that a lag 
in the political and commercial aspects of 
space communications is evident. 


These various comments point out that 
a controversy regarding jurisdiction may 
loom over space communications. It could 
involve interagency disputes as well as in- 
ternational disputes over frequency as- 
signments. A good many observers feel 
that Congress may get into the act when 
the lawmakers get back to work in Janu- 
ary of 1961. 

A light if somewhat disquieting note 
has been added to the space broadcasting 
business. Explorer VII, which has func- 
tioned very well, had a built-in shut-off 
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switch to turn off its transmitters after 
one year of active service. The year has 
gone by but the transmitter has refused 
to be turned off. With the malfunctioning 
switch well out of any human reach, the 
chattering satellite continues to whip 
around the earth in defiance of its crea- 


tors. 
> 


Underground Radio Signals 
Studied 


— which can travel through the 
earth as much as 170 miles are being 
studied as a possible means for commu- 
nicating with underground missile sites. 
Such a system would be impervious to the 
effects of surface storms and even nuclear 
bombardment, according to a spokesman 
for the Space Electronics Corporation. 
Subsurface transmission of electromag- 
netic waves a distance of 170 miles is be- 
lieved to be a new record. 

Space Electronics has declared that it 
would be impossible to jam such signals, 
which are in the very low frequency 
range—below that of radar and radio. 
Recent tests have involved sending and 
receiving antennas, which have been 
buried, while power-generating equipment 
has been carried on large trucks, giving a 
measure of mobility to the system. 


> 


First Phase of Longest Micro- 
wave System Completed 
poem P. MARSHALL, president of 

Western Union, has announced his 
company has completed the first phase of 
one of the world’s longest microwave 
beam communication systems. The facil- 
ity is capable of transmitting information 
at a rate of 1.5 million words per minute. 

In addition to completing the first leg 
of the system, which runs from Santa 


Barbara to Sunnyvale, California, Mr. 
Marshall revealed that half of the tower 
sites on the transcontinental line, due for 
completion in late 1961, have also been 
selected. The $56 million project will pro- 
vide the first cross-country broad-band 
microwave facilities capable of high- 
speed transmission of data, alternate rec- 
ord-voice, facsimile, telegraph, digitalized 
TV, and other communications services. 

The construction of beam towers and 
relay stations at 18 locations between 
Berwick, Kansas, and Bushnell, Nebras- 
ka, has begun, with sites for 60 other sta- 
tions either selected or optioned by West- 
ern Union. These sites will carry the line 
from its northern end at Hollister, Cali- 
fornia, across the Sierra Nevada Moun- 
tains through Nevada and Utah, and over 
the Rockies to Berwick, Kansas. The line 
across the United States will consist of 
about 120 relay stations, in addition to 
the nine stations already completed on the 
West coast. 

Surveys are under way in the Los An- 
geles and San Francisco areas to provide 
connection of these cities to the system in 
1961. Plans are also progressing for 
carrying extensions of the transcontinen- 
tal line to Dallas, Kansas City, Detroit, 
Chicago, Cleveland, Buffalo, New York 
city, and Washington, D. C. Field parties 
are in the process of making final evalua- 
tion of sites in the New England, upstate 
New York, Pennsylvania, Kentucky, and 
West Virginia areas which will connect 
Boston, Syracuse, Pittsburgh, Cincinnati, 
and St. Louis to the system. 


Ses new microwave system will make 
available a tremendous reserve capac- 
ity to meet the rapidly growing needs 
of business and industry for Western 
Union’s various services. 
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Financial News 


and Comment 


By OWEN ELY 


FPC Statement of Policy 
Still Leaves Problems 


T is generally agreed that the recent 

Federal Power Commission decision 
in the Phillips Petroleum case is a land- 
mark in the regulation of the independent 
gas producers, but it still leaves many 
problems unsettled. While the rate base 
method was used for Phillips because the 
evidence had been presented on a cost 
basis, the commission (in a separate state- 
ment of policy) declared that this method 
was impracticable for general application 
to its huge backlog of rate cases, and 
stated that the best way to regulate the 
independent producers would be to de- 
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termine prices based on the reasonable fi- 
nancial requirements of the industry. The 
general object of future regulation would 
be to maintain an incentive for new drill- 
ing, in order to obtain added supplies of 
gas needed by consumers—but without 
setting prices any higher than necessary 
to accomplish that purpose. 

The commission held that it would re- 
quire some eighty-three years to catch up 
with its case backlog if it were required 
to have a full cost rate case for each of 
the thousands of producers under its 
jurisdiction—even if its present staff were 
tripled. It admitted that under the 1956 
ruling by a U. S. court of appeals in the 
“City of Detroit” case, the conventional 
rate base method must be used “‘at least as 
a point of departure,” but it declared that 
if this should be necessary “adequate regu- 
lation of producers appears to be impos- 
sible under existing law.” Moreover, it 
pointed out that the Natural Gas Act does 
not mention use of a rate base in determin- 
ing rates. 

However, the Federal Power Commis- 
sion seemed reconciled to a “lengthy court 
review” of any future decision which does 
not use the traditional cost-of-service and 
rate base approach. 


HE commission in its policy state- 
ment set “guidance levels” for Mcf 
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rates for various producing areas. Two 
prices were established for a number of 
areas, one applying to existing contracts 
and the other to new sales. In arriving 
at these price levels the commission said 
it had considered all relevant facts, in- 
cluding cost information, existing and his- 
torical price structures, production vol- 
umes and trends, price trends over a num- 
ber of years, exploration and development 
trends, trends in demands, and available 
markets. 

The area price levels (cents per Mcf) 
published by the commission may be sum- 
marized approximately as follows: 

Existing New 
Contracts Service 

Texas (10 Districts) ..... 11-14¢ 14-18¢ 

Louisiana (2 Districts) .. 14 17 

Mississippi 14 — 

Oklahoma (3 Districts) .. 11 15-17 

MOMIEAS Ease or si encase > 11 16 

New Mexico (2 Districts) 11-13 13-16 

Colorado 15 

Wyoming 13 15 

West Virgifila .......0.. 24 27 

The new policy would apparently per- 
mit producers to renegotiate prices of 
older contracts and put into effect higher 
prices under some escalation clauses, as 
long as the new price does not exceed the 
average “going price” in the particular 
field. This might permit almost “auto- 
matic” clearing up of many cases affect- 
ing smaller producers, which are relative- 
ly unimportant in relation to the multi- 
million-dollar cases, some of which have 
been pending for three or four years. 


_— gas producers seem to be in 
general agreement with the FPC that 
the new regulatory method would be an 
improvement over the present cost meth- 
od. 
The vice president of a large oil-gas 
company was quoted as stating: 
Gas producers naturally are not pub- 
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lic utilities and previous attempts to fix 
gas prices on a public utility rate base 
method were doomed to failure be- 
cause they are impossible. The staff 
of the commission has labored indus- 
triously and unrelentingly to do this im- 
possible task for many years at great 
cost of time, money, and effort to the 
gas-producing industry. It certainly is 
encouraging to have the Federal Power 
Commission take a realistic view of the 
situation. 


Other producers held, however, that it 
is unfair for the commission to “freeze” 
area prices, which should be determined 
by competitive forces in the market place. 
Moreover, according to The Wall Street 
Journal, a majority of producers seem to 
think that the new price schedules (which 
seem to be somewhat below current prices 
in the more important fields) will not 
provide sufficient incentive to step up lag- 
ging drilling activities, or to divert back 
to interstate use the considerable amounts 
of gas now going into nonregulated intra- 
state usage. 

Moreover, it would probably not stop 
the sale of reserves “in the ground,” 
where this is more advantageous than 
accepting the new system. There was 
some doubt as to how much of the sub- 
stantial amounts of gas currently being 
held off the market because of price un- 
certainties would be released to the inter- 
state pipelines. 


ferme the industry may have to con- 
tinue “muddling along” for another 
year or so until there is either (1) a defin- 
itive statement by the U. S. Supreme 
Court regarding FPC policy and proce- 
dure; or (2) passage of a law by Congress 
either eliminating the regulation of inde- 
pendent producers or outlining procedure. 
At this time prospects for legislation in 
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1961 do not seem very bright, especially 
in view of the chance that a controversy 
may arise over the 274 per cent depletion 
allowance to producers. 


¥ 


Penelec’s 460,000-volt 
Transmission Line a Step to 
Cheaper Power 
a ELEcTRIC COMPANY 
(Penelec), a subsidiary of General 


Public Utilities, has the distinction of 
building and operating the first 460-kilo- 


Pennsylvania. These two communities are 
already connected by a 115-kilovolt line, 
which will permit switching power back 
and forth as tests and operations require. 
This area was selected because it con- 
tains two mountain ranges and a valley, 
so that weather conditions will provide 
tests for icing, snow, wind, lightning, 
and other weather hazards. General Elec- 
tric, in co-operation with Penelec, will 
make extensive lightning performance 
studies of the new line. An engineer from 
GE will work from special instrument- 
equipped trailers on Dunning Mountain 


to measure and photograph lightning 
strokes as they hit the EHV line. 


e 


AUGUST-SEPTEMBER UTILITY FINANCING 


Aver. Yield 
For Success 
Offer- Securities 
ing Of Similar Moody Offer- 
Quality Rating img 


volt power transmission line, extending 13 
miles between Claysburg and Saxton, 


Price Under- 
Amount To writing 
Date (Miil.) Description Public Spread Yield 
Bonds and Debentures 
8/10 $25 Texas East. Transmission Deb. (s.f.) 
100.00 1.50N 5.38% Ba 
8/24 60 
48 1985 


100.00 .74C 4.38 Aa 
9/14 Virginia Elec. & Power Ist (s.f.) 
48 1990 100.73 89C 4.58 


9/14 Rocky Mountain Nat. Gas s.f. Deb. 
64 1980 & Stock 68.00*  4.00N — 
9/15 Utah Power & Light Ist 4 1990... 101.19 74C 4.80 


9/21 

102.10 82C 4.62 
9/22 Pacific Power & Light Ist 54 1990 . 100.69 .97C 5.08 
9/23 Union Electric 1st 4% 1990 101.61 88C 4.65 
9/28 Indianapolis P. & L. Ist 48 1990 .. 101.22 79C 4.55 

Preferred Stocks 

9/14 Public Service of Colorado 4% Pfd. 100.00 1.90N 4.90 
9/15 Utah Power & Light $1.28 Pfd. .. 25.85 29C 4.95 


Price 

Common Stocks—O ffered to Stockholders Ratio 

7/28 Black Hills Power & Light — 5.12 9.1 

9/2 Atlanta Gas Light .24N 5.22 10.6 
Common Stock—Offered to Public 


8/24 1 City Gas Co. of Florida 88 2.55 6.9 a 


C—Competitive. N—Negotiated. *470,000 units consisting of $50 debenture and four shares common stock 
represented by an interim certificate, not detachable. a—It is reported that the issue was well received. b—It is 
reported that the issue was fairly well received. c—It is reported that the issue sold somewhat slowly. d— 
It is reported that the issue sold slowly. 

Source of data, Irving Trust Company 
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The new line took 260 working days 
to construct, using special “hardware” 
and new construction methods. Indicative 
of the size of the new facilities are the 
following : 


Wires—thick as a man’s wrist. 

Porcelain Insulators—15 feet long. 

Crossarms—big as a barn beam. 

Structures—up to 130 feet high. 

Transformer—holding in its tank all 
of the oil carried by the largest rail- 
road tank car. 

Switch Blades—over 20 feet long in 
diameter. 


HILE the new line will be used to 

serve customers, intensive tests will 
also be made over the next two years as 
to its behavior under various operating 
and other conditions and the effectiveness 
of the design used. The line was designed 
by Penelec engineers assisted by engi- 
neers from the supplying companies, and 
from West Penn Power and Metropoli- 
tan Edison. 

General Electric Company (with the 
co-operation of three smaller firms) after 
over a year of research and development 
provided the 147 shielded insulator assem- 
blies which are considered unique. Vari- 
ous construction methods were used to 


determine the best way to erect the struc- 
tures and string the conductors; with 14 
different types of towers (five wood and 
nine steel) it will be possible to determine 
which was erected at least cost. Penelec 
and several of the manufacturers will sta- 
tion full-time engineers along the line to 
conduct tests. The line was built to with- 
stand winds of 100 miles per hour with 
no ice, or 14 inches of ice with no wind. 

The experimental aspects of the new 
line will be of great importance to Penelec 
and the GPU system, as well as to the 
entire utility industry. Since power can be 
generated at relatively low cost in western 
Pennsylvania, because of nearby supplies 
of coal, it is logical to add generating ca- 
pacity there and transmit the power in 
large blocks to system companies in east- 
ern Pennsylvania. This experimental proj- 
ect will help solve many problems of de- 
sign, construction, and operation of the 
necessary EHV lines. 


Ps Pier A. ABETTI, manager of Proj- 
ect EHV for General Electric, is 
reported by the Electrical World to be- 
lieve that EHV lines are commercially 
practicable. In effect, they send “coal-by- 
wire,” moving big supplies of power over 
longer distances (from generating sta- 
tions at or near coal mine mouths) to the 





Utility Common Stocks 


Yield Spread: Al+ Bonds 
Exceeded Common Stocks 





CURRENT YIELD YARDSTICKS 
(Standard & Poor’s Indexes) 


Oct. 19, 
1960 


*Twelve industrial and two utility issues (high-grade). 


1960 Range 
High Low 
4.72% 4.32% 
4.73 4.36 
4.86 4.49 
5.16 4.56 
4.88 4.57 
4.11 3.68 


1959 Range 
High Low 
4.71% 4.23% 
4.76 4.24 
4.94 4.44 
5.19 4.71 
4.90 4.45 
4.13 3.71 
0.58 0.52 


0.61 0.64 
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load centers where they are consumed. 
He is quoted as stating that at least eight 
utilities are now studying 460-kilovolt 
transmission and that by 1980 several 
650- to 750-kilovolt lines will be in op- 


eration. 
e 


Atlantic City Electric Leads 
Industry in Data Processing 
, anonahae City Evectric’s new “EDP” 


center is perhaps the most advanced 
accounting and data processing facility 
of the electric utility industry. Located 
eight miles west of Atlantic City and cen- 
tered on a 30-acre tract for seclusion from 
highway noise, the building provides 20,- 
000 square feet of usable floor space, di- 
vided about half and half between general 
accounting and data processing; an addi- 
tional 10,000 square feet provide service 
facilities and attractive recreation quar- 
ters. 

The building has 24-hours-a-day air 
conditioning and 100-foot candles of dif- 
fused lighting, and is designed not only 
for the most efficient flow of work, but 
also to serve as an architectural “show- 
case’’ for visitors. 

The new unit will also provide for a 
decade of future growth, it is estimated, 
since capacity can be greatly increased by 
using extra shifts, etc. The company has 
leased an all-transistor RCA 501, which 
with related facilities can process about 
two million characters a minute. Thus 
the company’s flow of paper work can 
now be handled in half the time hereto- 
fore required ; 12,000 customers’ bills a day 
can be processed with speed, accuracy, 
and reliability. The system uses high-speed 
magnetic tape, with paper tape input ca- 
pable of automatic re-entry of informa- 
tion. Various components include the com- 
puter punch, monitor printer, computer 
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console, paper tape reader, high-speed 
printer, tape stations, high-speed memory, 
program control, optical scanner, etc. The 
high-speed memory can store up to 16,384 
characters of data and instructions for the 
actual computation process, handling four 
characters at a time in a cycle of fifteen 
millionths of a second. Many automatic 
controls check the accuracy, insuring a de- 
gree of reliability unattainable by any 
other means. 
¥ 


Percentages Earned on Book 
Values of Electric Utilities 
—Averages by States 


ie PRESIDENT Walter Herrman of 

Southern California Gas Company 
compiles a semiannual table of the per- 
centages earned on the common stock 
equities of electric utilities, the latest 
compilation having been prepared as of 
June 30th. 

We summarize the results as follows 
(rounding out the figures), the states be- 
ing arranged in groups, in the order of 
percentages earned: 


15%—Texas. 

14%—Illinois, Montana, and Nevada. 

13%—Kansas, New Mexico, and Pennsyl- 
vania. 

12%—Arizona, Delaware, Indiana, Iowa, Ken- 
tucky, Michigan, Missouri, Ohio, Okla- 
homa, South Carolina, and South Da- 
kota. 

11%—Florida, Maryland, Minnesota, New 
Jersey, North Carolina, Rhode Island, 
Virginia, and Wisconsin. 

10%—Georgia, Louisiana, Maine, New York, 
Utah, Vermont, Oregon, and District 
of Columbia. 

9%—California, Colorado, Idaho, Connecti- 
cut, Massachusetts, New Hampshire, 
and Washington. 


It seems logical that Texas, which has 
no full-powered commission and whose 
municipalities are generally liberal in their 
local regulation of rates, should head the 
list with the best return on equity—largely 
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explaining the popularity of the Texas 
“srowth utilities” with investors, which 
permits cheaper equity financing. How- 
ever, it is rather surprising to find Florida 
in the fifth group, considering the growth 
records of the utilities in that state and 
the reputed liberality of the commission. 
Illinois in the second group (14 per cent) 
reflects the fair value philosophy of that 
state and the constructive attitude of the 
present commission; in 1954, with less 
favorable regulation, an average of only 
10 per cent was earned. 


Sages a fair value state, is still 
in good position with an average 13 


= 


per cent return, but it may be conjectured 
that the average return will decline slight- 
ly as the result of recent rate reductions 
ordered by the commission. Michigan has 
slipped a little in recent years, presumably 
due to somewhat unfavorable regulation 
in this erstwhile “fair value” state; the re- 
turn has declined from 13.34 in 1955 to 


11.99 recently. 

X& might be anticipated, New York, the 
New England states, and the Pacific 

coast states are near the bottom of the 

list, with average returns of 9-10 per 

cent (except for Rhode Island with 11 


per cent). 


FINANCIAL DATA ON GAS UTILITY STOCKS 


10/18/60 Divi- 
Price 
About 


Annual 


Rev. 
(Mill.) Rate 


Pipeline and Integrated Systems 


Ala.-Tenn. Nat. Gas .... 24 
American Nat. Gas 70 
Ark.-Louisiana Gas ..... 32 
Colo. Interstate Gas .... 
Columbia Gas System ... 
Commonwealth N. G. ... 
Consol. Nat. Gas 

El Paso Nat. Gas 

Equitable Gas 

Piemastons NG ooo cc os cs 
Kansas Nebr. Nat. Gas .. 
Lone Star Gas 

Miss. River Fuel 

Montana Dakota Util. .. 
Mountain Fuel Supply .. 
Natl. Fuel Gas 

Northern Nat. Gas 
Oklahoma Nat. Gas 
Panhandle East. P. L. .. 
Peoples G. L. & Coke .. 
Pioneer Natural Gas .... 
Southern Nat. Gas 

Southern Union Gas .... 
Tenn. Gas Trans. ....... 
Texas East. Trans. ..... 
Texas Gas Trans. 

Transcont. Gas P. L. ... 
United Gas Corp. ...... 
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Averages 


Retail Distributors 


$1.60 
1.80 


Atlanta Gas Light 


dend Approx. 
Yield 
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5.2% 
4.6 
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Appros. 
Div. Common 
Pay- Stock 
ont §=69Equity 


Per Cent Increase Price- 
In Share Earn. Earn. 
Recent 5-yr. Aver. Ratio 


Recent 
Share 
Earns. 


15.3 
14.6 
18.7 
22.0 
14.4 
13.6 


Yo 8% 
7 


50 
11 
6 
6 
3 
11 


76% 43% 
54 40 


—_ 
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13% 9% 154 67% 


1% 11.1 
6 112 
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$2.79Je 


40% 
3.47Au 44 


57% 35% 
52 39 
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a! 18/60 _ an _— ‘ cae ee a 
: le rOx. are » Share Earn. arn. 
(Continued) Rate Earns. Recent 5-yr. Aver. Ratio 


Berkshire Gas 121Au D7 5 16.5 
Bridgeport Gas D: 
Brockton-Taunton Gas .. 
Brooklyn Union Gas .... 
Central Elec. & Gas .... 
Cent. Indiana Gas 
Chattanooga Gas 
Elizabethtown Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water ... 
Laclede Gas 

Louisiana Gas Service ... 
Mich. Gas Utils. ........ 
Minneapolis Gas 

Miss. Valley Gas 

Mobile Gas Service 

New Haven Gas 

New Jersey Nat. Gas ... 
Nor. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas 
Pacific Lighting 
Piedmont Nat. Gas 
Portland Gas Lt. ........ 
Providence Gas ........ 
Rio Grande Valley Gas . 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Improvement 50 
Wash. Gas Light 

Wash. Nat. Gas 
Western Ky. Gas 


5 14.6 
14 172 
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13% 6% 13.9 
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FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 


Appros. 
10/18/60 Divi- Recent Per Cent Increase Price- Div. C +a 
Price dend Approx. Share In Share Earn. Earn. Pay- Stock 
About Rate Yield Earns. Recent 5-yr. Aver. Ratio out Equity 


Communications 


American T.&T. (Cons.) 92 $3.30 3.6% +$5.45Au 8% 4% +169 
Bell Tel. of Canada 48 2.20 4.6 2.39De 12 — 200 
Cin. & Sub. Bell Tel.... 93 450 48 5.57De 2 167 
Mountain Sts. T.&T..... 25 50 3.6 1.33Au 15 7 188 
New Eng. T.&T. ....... 37. 172 46 2.28Je 5 , 6862 
ele dg Fa Ns sonore 2 «261.140 4.1 1.49Au 6 6 8188 
So. New Eng. Tel. ...... 45 4.9 2.51De D3 » 49 

7% 4% 179 


Independents 


Anglo-Canadian Tel. .... : ; F 10% 21% 104 
Brstish Gol, Tel... «0.40. 46 f ; } 46 — 149 
(ae yt eee 14 ; f d D50 NC 286 
Calif. Water & Tel. ..... : : : D1 5 163 
1. 2. 88 F : 6 — 144 

9 8 143 
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10/18/60 Divi- 


‘ Price 
(Continued) ae 


fi lo Se 
General Tel. & Elec. .... 
Hawaiian Telephone .... 
Inter-Mountain Tel. .... 
Puerto Rico Tel... 6s..2 
Rochester Tel. 
Southwestern St. Tel. ... 
Tel. Service of Ohio .... 
United Utilities 

West Coast Tel. ........ 
Western Union 


Water Companies 
Holding Companies 
American Water Works . 


Operating Companies 
Bridgeport Hydraulic . 
Calif. Water Service ... 
Elizabethtown Water ... 
Hackensack Water 
Indianapolis Water 
Jamaica Water 
New Haven Water 
Ohio Water Service 
Pennsylvania Gas & Wer. 
Phila. & Sub. Water .... 
Plainfield Un, Water ... 
San Jose Water 
South. Calif, Water .... 
Southern Gas & Water .. 


Averages 


Transit Companies 
Baltimore Transit 
Cincinnati Transit 
Fifth Ave. Lines 
Greyhound Corp. ....... 
Nat. City Lines 
Niagara Frontier Trans. 12 
Pittsburgh Rys. ........ 11 
Rochester Transit vs 
gs 1 Sr 10 
I Gils an ls ae 10 
United Transit 6 


Rate 


1.00 
76 
1.00 
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Recent 
0%. Share 
seld Earns. 


1.32De 
71.10Je 
41.37Jy 
YY 
1.93De 
1.48Je 
1.60Je 
1.31Je 
1.95De 
1.90Je 
2.59De 


WAhWr UM PWURN 
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3 


$1.24Je 


$1.86De 
1.54Ma 
2.20De 

*4.36De 
1.70Je 
3.12Je 
2.91De 
1.61Je 
1.79Je 
3.31Je 
2.31De 
2.22Se 
1.38Je 
1.72My 
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ee ee ee 
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$1.02De 
.91De 
.23De 
1.81De 
2.22De 
.76De 


1.08De 
.77De 


i 59De 
11. .89De 


6.5% 


90 LADY Ln 90 EEN oo 
CONWOCSC OW 
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_ 
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Per Cent Increase 


In Share Earn. 
Recent 5-yr. Aver. Ratio 


13 
146 
18 


52% 


ll aSe 


a 
MP OW 


al a 
3 


_ 
— 
BS 


wll ili ist | 


2% 


Price- 
Earn. 


$23.6 


— — ht et NY 
| NUN SHAR ANS 
— | CONRNAMNON 


dae — i 
apn adh sa 4 som 
Noo | Cwo!l ovo 


2 | 
oo 


Approx. 
pix: fonman 
Pay- Stock 
out Equity 


55 
90 
79 


37 
104 


170 
79 


81% 


A—American Stock Exchange. O—Over-counter or out-of-town exchange, S—New York Stock Ex- 
change, Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. *Deferred taxes resulting from lib- 
eralized depreciation are not normalized. If normalized, the price-earnings ratio would be higher, and the 
rate of increase in share earnings would be smaller. On average shares. D—Decrease. a—Also 10 per 
cent stock dividend October 24, 1960. b—Also 2 per cent stock dividend September 30, 1960. c—Also one- 
half per cent stock dividend October 31, 1960. d—Also 1 per cent stock dividend quarterly (included in 
yield). e—Also 3 per cent stock dividend January 7, 1960. f—Regular annual 2 per cent stock dividend included 
in yield, g—Stock split 5 for 4 to stockholders of record October 11, 1960. m—Also 10 per cent dividend 
January 15, 1960. q—Indicated new rate after 8-for-1 split July 15, 1960. r—Also 40 per cent dividend June 
13, 1960. s—One share of 111 Realty Corp. common for each 10 shares held, Paid March 31, 1960, t—Paid 
to date. uw—Twenty per cent stock dividend paid January 15, 1960. v—Also 3 per cent stock dividend pay- 
able January 6, 1961, and similar dividend was paid January 7, 1960. NC—Not comparable. 
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Consumers Power Company’s Nuclear Adventure 


HE largest direct cycle boiling water 
reactor plant in the United States is 
being built by Consumers Power Com- 
pany at Big Rock Point, Michigan, on the 
northern shore of Michigan’s lower pen- 
insula. At a press conference on July 19th, 
the company’s president, James H. Camp- 
bell, said the nuclear electric-generating 
station of the plant was an exclusive com- 
pany project, but that a research and de- 
velopment program would be carried on 
by Consumers Power along with the AEC 
and General Electric. This program will 
continue, he said, for four and a half 
years after the plant goes into operation, 
which is scheduled to be toward the end 
of 1962. As evidence of Consumers 
Power Company’s intense interest in nu- 
clear development, Campbell told the press 
that 
Consumers Power Company is one 
of the companies banded together in 
Power Reactor Development Company, 
owner of the Enrico Fermi atomic 
power plant now nearing completion 
near Monroe, Michigan. It is also a 
member company of Atomic Power 
Development Associates, a research and 
development organization which has 
had much to do with the planning and 
designing of the Enrico Fermi plant. 
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f ibe Big Rock Point plant, Campbell 
related, will have an initial capacity 
of 50,000 kilowatts which will be raised 
if possible, through research and develop- 
ment, to 75,000 kilowatts. He said the 
power derived from the plant would be 
tied in by means of transmission lines and 
substations with Consumers Power Com- 
pany’s statewide electric network. (Con- 
sumers Power service area covers about 
70 per cent of the lower peninsula of 
Michigan, encompassing more than 28,- 
000 square miles.) By the time the Big 
Rock Point plant becomes operative, 
Campbell disclosed, the additional gener- 
ating capacity it will provide will be 
needed in the area. He also pointed out 
that 


To send electric power to this area 
from southern Michigan is relatively 
expensive. And to send coal up here for 
a conventional electric-generating sta- 
tion would cost a little extra, too. 

The electric power produced at Big 
Rock Point will be comparatively ex- 
pensive power—at least to begin with. 
We hope and believe that the research 
and development program will bring 
about a substantial reduction of kilo- 
watt-hour cost. And if the cost of coal 
goes up, as it seems rather likely to do, 
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the gap between the cost of power pro- 
duced at Big Rock Point and the theo- 
retical cost of power produced in a con- 
ventional plant at the same site will be 
narrowed still further. 


In explanation of why Consumers 
Power Company obligated itself to spend 
$28 million to build a nuclear generating 
plant when, as things now stand, it could 
produce electricity cheaper in a conven- 
tional coal-burning plant, Campbell said 
his company had the responsibility of 
looking ahead. Anyone who expects the 
world to stand still is going to be disap- 
pointed. He added: 


Some day the world will need a new 
source of heat for the production of 
electric power. The known supplies of 
coal, oil, and natural gas, while very 
large, will not last indefinitely. Con- 
sumers Power Company alone uses 
about 10,000 tons of coal every twenty- 
four hours. The United States uses 
about a half a million tons of coal every 
twenty-four hours, just for the produc- 
tion of electricity. 


eo the standpoint of good business, 
Campbell stated, he felt that his com- 
pany should do its part in exploring the 
potentialities of nuclear fission as a source 
of heat for the production of electricity. 
Consumers Power is located in an area 
where it is faced with relatively high fuel 
costs in connection with its operations. 
This is so because of its location in rela- 
tion to the coal fields. He said coal has 
been going up over the years, and that his 
company uses coal in its operations that 
cost in 1959 a total of almost $30 million. 
And so, he added: 


In assessing this reactor project from 
an economic point of view, we made 


some calculations as to the order of our 
total fuel bill during the next thirty to 
thirty-five years, which corresponds to 
the economic life of a new conventional 
generating unit just being introduced 
on the system. 

Based on conservative assumptions 
as to growth of our system over that 
period, probable upward trends in the 
cost of coal, and its freight, and reason- 
able estimates of foreseeable efficiency 
of equipment, we have arrived at the 
conclusion that coal delivered to our 
plants, assuming no use of atomic en- 
ergy, would cost over $6 billion in 
cumulative total over the next thirty- 
five years. 


7A‘ a consequence, Campbell said, we 
have concluded that in order to fur- 
nish electric service in the future at the 
most advantageous price, the company 
should be interested in developing any 
fuel which offers reasonable prospects for 
reducing fuel costs. He stated: 


We think that atomic energy for 
electric power generation ultimately of- 
fers a good likelihood of becoming eco- 
nomically competitive. Consequently, 
when we considered the installation of 
a generating plant in the upper part of 
the lower peninsula, we saw an oppor- 
tunity to advance the technology of 
power generation by research and de- 
velopment of the boiling water reactor. 


However, Campbell said, research and 
development were not the only considera- 
tions in building the Big Rock Point nu- 
clear facility. He pointed out that the new 
plant is designed to produce electricity 
for the area and that ultimately it will do 
so at a price reasonably commensurate 
with the cost of generating electricity by 
conventional means. 
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Man Fears What He Does Not Understand 


eee nation-wide public opinion 
survey, conducted on behalf of Gen- 
eral Electric Company, revealed that the 
average American is relatively unin- 
formed and confused about the applica- 
tions of atomic energy for peaceful uses. 
He would like more information and ex- 
pressed a desire for data in newspapers 
and magazines. Some asked for material 
in books, on television, and radio. 
Typical of comments on atomic energy, 
indicating that much public information 
on the subject is over the head of the 
average man, is this one of a school bus 
driver with eight years of education: 


I am fearful of it [atomic energy] 


because I don’t understand it. I would 
like to know more about it. 


The survey found in general that ac- 
ceptance of atomic energy for peaceful 
uses was highest among white-collar and 
professional workers, lowest among the 
labor force and housewives. Most persons, 
it was found, who reacted negatively to 
peaceful atomic power also expressed fear 
and ignorance of the facts of atomic sub- 
jects. 

About 84 per cent of the public believe 
the development of peaceful uses for 
atomic energy is important to the world- 
wide prestige of the United States. And 
while 62 per cent felt that atomic power 
should be used to produce electricity, 32 
per cent were undecided, and 6 per cent 
disagreed. Fully 70 per cent believed that 
the stock of companies working with 
atomic energy was a good investment. 
Only half of this number could name one 
or more companies in the nuclear field. 


HESE figures were given out at a spe- 
cial meeting of the Atomic Industrial 
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Forum, an organization of manufactur- 
ers, electric utilities, universities, labor 
unions, and government organizations 
which are working for development and 
application of atomic energy for peaceful 
purposes. 

They were presented to the forum ex- 
ecutive committee, and to representatives 
from the Atomic Energy Commission, 
the Edison Electric Institute, the Cham- 
ber of Commerce of the United States, 
and the National Association of Manu- 
facturers by Dr. Lyman R. Fink, general 
manager of GE’s atomic products divi- 
sion. 


Ty FINK urged members of other or- 
ganizations to help the Atomic Indus- 
trial Forum to publicize the achievements 
of the electric utilities, industry, and gov- 
ernment in harnessing the powers of the 
atom. He said: 


Our progress in atomic pursuits is no 
longer solely dependent upon the tech- 
nical competence of a knowledgeable 
few, but depends upon the understand- 
ing, acceptance, and confidence of an 
as yet unknowledgeable public. 

While the government, the electric 
utilities, and the manufacturers will 
continue to be prime forces behind the 
atomic energy development, public con- 
sciousness is becoming a measurable 
influence on these groups, and in a po- 
tentially negative way—negative in the 
sense that while we can never expect 
the public to add impetus to nuclear 
development and applications, through 
a lack of understanding and acceptance, 
these efforts could be blocked. 


Acceptance of atomic power installa- 
tions is generally higher in the West and 
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among men, the survey found. The most 
negative reactions were elicited from 
women in the South. 


po out of ten persons have strong 
opinions on atomic energy, either posi- 
tive or negative. These are the ones who 
have more knowledge of plants and com- 
panies in the field. 

The 60 per cent—those with no strong 
opinions—lack information on the sub- 
ject. So a general conclusion seems evi- 
dent—there is a direct parallel between 


the degree of knowledge a person pos- 
sesses about atomic energy and his ability 
to discuss atomic matters. 

One person in eight interviewed wanted 
to know more about atomic energy. And 
one in four stated that “It should be de- 
veloped to the fullest capacity for the pub- 
lic’s benefit.” Only one in ten took a nega- 
tive attitude when asked what their feel- 
ings were about atomic energy. This small 
percentage felt that atomic energy was a 
mysterious force that mankind had no 
right to tamper with. 





The Need for Stepping Up Gas Explorations 


t. consumption is said by some ex- 
perts to be increasing faster than ex- 
ploratory efforts for new sources, They 
think it will get worse instead of better 
unless some incentive is supplied for drill- 
ing more exploratory wells. This is the 
gist of the thinking of David T. Searls, 
vice president and general counsel of Gulf 
Oil Corporation, which he presented in a 
talk to members of the producers division 
of the Independent Natural Gas Associa- 
tion of America—at a convention in 
Miami Beach in October. He called atten- 
tion to the tremendous growth of gas in 
the past and its probable great growth in 
the future in relation to whether enough 
gas would be found and developed out of 
our estimated reserves in adequate 
amounts to meet consumer demands for 
the fuel. 


While he admitted we could import 
greater amounts from Canada and Mexico 
in the future than we have up to now, he 
said this still would not solve our supply 
problems. He gave the following reason 
to bolster his contention that the future 
increase in demand for gas must be met 
out of reserves to be discovered in the 
future: 


. if we assume that a reserve pro- 
duction ratio or life in years of supply 
of 20 is required to support a given 
producing rate, then in 1946, with thir- 
ty years’ supply, a major portion of the 
known gas reserves in the United 
States, which had been discovered, was 
uncommitted under long-term sales con- 
tracts. Therefore, we were able to meet 
the tremendous increase in demand fol- 
lowing World War II out of uncom- 
mitted discovered reserves. But in the 
future, with only about twenty years’ 
supply, we must meet an increase in 
demand in ten years equivalent to the 
increase in the past twenty-five years, 
and we must start with about twenty 
years’ supply and not thirty years’ sup- 
ply. Furthermore, a major portion of 
the present known reserves is com- 
mitted under long-term contracts. 
Therefore, the conclusion is inescapable 
that this future increase in demand 
must be met out of reserves to be dis- 
covered in the future. 


ne examined our prospects for meet- 
ing the needs for future increases in 
gas from current efforts. He found that 
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“I WORK FOR THE GAS COMPANY, AND LATELY I’VE HAD THE 
FEELING THAT I’M FLOATING ALL THE TIME! 


our best efforts to date had not been quite 
good enough. For the supply of natural 
gas in relation to the demand has de- 
creased. Another disturbing factor mud- 
dies the picture. An analysis of the 1957 
gas well completions according to the age 
of the gas fields in which they are located 
showed that 45 per cent, or almost half, 
were in fields more than fifteen years old 
—fields that were discovered before 1942. 
Only 33 per cent were drilled in fields less 
than six years old—the fields that had 
been discovered by our increased explora- 
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tory program. Searls then made this im- 
portant point about reserve production 
ratios : 


For instance, we assumed that the re- 
serve production ratio can safely be 
permitted to drop from its present 20 
to 15 by 1970. Whether this can be 
done or not is not certain. The fact 
that the reserves divided by the annual 
producing rate give an apparent “‘re- 
serves life index” of a given number 
of years does not mean that those re- 
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serves can be produced at that rate for 
the given number of years indicated. 
To the contrary, the unique feature of 
most oil and gas reservoirs is such that 
the physical ability to produce begins 
to decline as soon as the first volume 
of fluid is produced; this decline con- 
tinues throughout the producing life of 
the reservoir. . . . some time during the 
life of most gas reservoirs, they cease 
to be able to produce gas at a given 
rate. When this occurs, it requires more 
time to recover the remaining reserves 
than would have been indicated by the 
so-called “reserve life index” at the 
initial producing rate. . . 


i’ the testimony given in the Phillips 
case, it was shown that the reserve pro- 
duction ratio of 22 existing in 1956 actual- 
ly represented only a fourteen-year supply 
at the 1956 producing rate. From this one 
could surmise that a reserve production 
ratio of 15 would probably mean full de- 
liverability for only eight to ten years. 
The danger in this is, of course, that this 
may make the pay-out for the necessary 
gathering and transmission facilities to 
connect new supplies such that investors 
would be reluctant to put money in the 
projects. Searls said it was found that 
upon this assumption it would be neces- 
sary to find and develop about 220 trillion 
cubic feet of gas for the next ten years. 
Of this, possibly 15 trillion could be sup- 
plied by imported gas, leaving 205 trillion 
cubic feet to be developed by domestic 
sources. He stated: 

. it would require the domestic pro- 
ducing industry’s drilling 625,000 wells 
of all kinds in ten years or an average 
of 62,500 wells each year to supply this 
volume of gas. Compare this with the 
record number of wells drilled in 1956 
of 58,200, or the 44,000 likely to be 


drilled this year. You can see that we 
have never drilled this many wells be- 
fore. We must increase the number of 
wells being drilled this year by about 50 
per cent during each of the next ten 
years. 


Searls said he attempted to estimate the 
expenditures that would be required to do 
this much well drilling and to operate the 
wells for the next ten years. The total 
figure he arrived at was $92 billion to 
find, develop, and produce the oil and gas 
required to meet the minimum forecasted 
gas consumption mentioned previously. 
Also the Gulf Oil vice president esti- 
mated the revenue from the sales of oil 
and gas that would accrue to the producer 
during this ten-vear period. To find gas 
revenue, he let the gas price continue to 
increase as it has done during the past few 
years. Revenues obtained, all before in- 
come taxes, were estimated to reach $86 
billion for oil and $22 billion for gas, a 
total of $108 billion in gross revenue. De- 
ducting royalty owners’ interest, we get 
about $92 billion. He said, “This obvious- 
ly is not a very attractive atmosphere in 
which to encourage the necessary explora- 
tion to satisfy the future gas demands.” 


a said the problem is not insur- 
mountable. His answer to it is that 
the price of gas must continue to increase 
until it approaches the price of competing 
fuels on an equivalent Btu basis. He in- 
sisted this is the incentive that would as- 
sure the long lines, the distributing com- 
panies, and the consumers that the pro- 
ducers would obtain the supply needed to 
meet the increase in demand which is ex- 
pected in the next ten years and to still 
have a reasonable supply on hand at the 
end of the period. He continued : 


. .. As long as the disparity in cost of 
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energy between gas and other energy 
forms continues, the demand for gas is 
accelerated. As our gas sales increase, 
our sales of fuel oil suffer and this situ- 
ation limits our financial ability to meet 
the demands placed upon us. 

I submit to you that all units of the 
natural gas industry, the regulating 
agencies, and the consumers must re- 
solve the issue in a realistic manner. 
The issue is: Do we want an adequate 
supply of natural gas in this country 
and are we willing to pay a just and 
reasonable price to bring about this sup- 
ply?... 


If we are not willing to pay the price 
needed to provide incentive for producers 
to invest huge amounts of money in ex- 
ploration, there is only one alternative, 
Searls declared. Consumers must switch 
to other fuels for their increase in de- 
mand. 

The other side of the coin is that 
producers are opposed on all sides when 
they seek an increase in price or try to 
enforce the provisions in contracts for an 
escalation in prices. This opposition wants 
the supply but not the contract prices, 
Searls pointed out. How do they expect 
producers, he asked, to spend $92 billion 
in the next ten years in seeking additional 
supply to meet the increasing demand? 


wer offered the following suggestions 
to help the situation in view of the 
fact that the required number of wells 
will not be drilled in 1960 and probably 
not in 1961. He said a committee should 
be appointed to represent all units of the 


natural gas industry and also the consum- 
ers through the regulatory agencies for 
the purpose of estimating the increase in 
demand for natural gas and determining 
the expenditure which must be made by 
the producers within the next ten years. 
With accountants and economists, they 
should be able to ascertain the revenue 
which is essential to the producers to 
make such expenditure. Also they can de- 
termine whether the figures he has sub- 
mitted are correct, too small, or too large. 
This joint study of the financial require- 
ments of the industry is made timely by 
the recent decision in the Phillips case in 
which the commission said : 


The ultimate solution to independent 
producer rate regulation lies in the de- 
termination of fair prices for the gas, 
based on reasonable financial require- 
ments of the industry and not on the 
rate base and expenses of each com- 


pany. 


HE second suggestion offered by 

Searls was that the conclusions 
reached by the committee should be 
brought home to all units of the gas in- 
dustry. A fuller understanding by various 
state agencies must be sought so that the 
pressure exerted on the FPC to hold the 
line on natural gas price may be eased. 
Also cities and consumer groups should be 
educated as to the proper relationship be- 
tween gas price and gas supply. Such a 
program will require the co-operation of 
the Independent Natural Gas Association 
and other trade associations in the indus- 
try to make it successful. 





World-wide Direct Telephone Dialing 


4 Suz day” you will be able to pick up 
your telephone and call anybody in 
the world who also has a phone. This was 
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predicted at the fall general meeting of 
the American Institute of Electrical Engi- 
neers in Chicago. 
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The happy day when you can dial Aunt 
Min, who is visiting Moscow, will come 
after universal adoption of “all-number 
calling” (ANC) and the elimination of 
letters designating central offices, said C. 
M. Conway, of the American Telephone 
and Telegraph Company, New York. 


grey out that lettering on dial 
phones differs in various countries, 
Mr. Conway explained : 


This incompatability of letter loca- 
tion on the dials presents a real problem 
in introducing world-wide dialing. On 
the other hand, if ANC were used the 
dials [will be] identical. Therefore, the 
adoption of ANC generally would 
greatly expedite the introduction of 
world-wide dialing. Some of the for- 


eign countries are already using the 
ANC or plan to change their number- 
ing to ANC. These include Australia, 
Japan, Germany, and Venezuela. Per- 
haps some day the characters used and 
their location on the dial will be uni- 
form throughout the world. 


Some 90 per cent of Bell system tele- 
phones in this country have been converted 
to the “seven-pull” system; that is, two 
letters and five numerals. The remaining 
10 per cent will be converted to the all- 
number calling system. Various methods 
for converting the 90 per cent to ANC 
are now under study, Conway said. And 
he repeated that the ANC system is now 
in use in Atlanta and Chicago and it will 
be inaugurated in other cities “in the very 
near future.” 





Notes on Recent Publications 


How TO CREATE FAVORABLE IMAGES of their 
companies is the concern today of an in- 
creasing number of top-level executives. 
They see it as an indispensable tool of 
management, vying in importance with the 
sales department. What better proof than 
the great number of companies that now 
employ full-time public relations directors 
and staffs, as well as pay fabulous fees to 
outside public relations firms. Irwin Ross, 
on leave from the New York Post, has 
written an entertaining and revealing ac- 
count of the men whose ideas and skills 
help shape the destiny of companies and 
people. In his book “The Image Mer- 
chants,’ he recounts the techniques and 
exploits of some of the nation’s topnotch 
public relations practitioners. He tells how 
the public relations business has burgeoned 
from a handful of press agents into a pro- 
fessional business that today employs the 
talents of more than 100,000 people. He 
makes you realize that public relations has 
come of age. 

In former years, Edward Bernays, one 
of the public relations missionaries, might 
have talked about manipulating public opin- 
ion. Today public relations men prefer to 
speak of public enlightenment and educa- 
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tional campaigns. For to manipulate is to 
manage artfully or fraudulently. It would 
be inaccurate, Ross maintains in his book, 
to allege fraud in most public relations 
ventures, but artfulness is present in any 
campaign. Ross believes that even a cam- 
paign that appears straightforward may in- 
volve a sophisticated interplay of symbols, 
emotional language, and the vast range of 
semantic gimmicks designed to endow a 
special pleading with universal appeal. A 
public relations campaign, he says, may 
make use of logical arguments, but it is 
hardly an effort at dispassionate intellec- 
tual persuasion. Ross gives many case his- 
tories of famous public relations programs. 
Among them is the famous one conducted 
by Hill & Knowlton for the producers of 
natural gas to help them escape the rigors 
of federal price regulation. Utility execu- 
tives concerned with the public relations 
phases of their companies should read Ross’ 
book with profit. It provides a stimulating 
insight into the “corporate image” prob- 
lems of other organizations and how they 
were solved. 

THE IMAGE MErcHants, by Irwin Ross, 
288 pp. Doubleday & Company, Inc. New 
York, New York. Price, $4.50. 


NOVEMBER 10, 1960 





AEC Scrutinizes Atom 
Insurance 

oe the Atomic Energy Commis- 

sion discussed insurance require- 
ments for atomic power plants with some 
25 companies which are in the electric 
power field. Present companies must ob- 
tain private insurance in varying amounts, 
depending on the nature of their opera- 
tions. Yankee Atomic Electric, which 
operates the nuclear generating plant at 
Rowe, Massachusetts, as well as repre- 
sentatives of the Nuclear Energy Liabil- 
ity Insurance Association and the Mutual 
Atomic Energy Liability Underwriters, 
contributed comments to the commission. 

The commission emphasized it was 
simply collecting information and review- 
ing regulations governing such opera- 
tions. 

Yankee Atomic, which carries some 
$60 million in insurance, the maximum 
figure for private coverage, qualifies 
for $500 million in federal indemnity, 
giving it a total of $560 million for a 
single accident. It is expected that some 
time will be required by the commission 
before it makes any final evaluation of 
insurance standards. 


The March of 
Events 


New Nuclear Device 


A REVOLUTIONARY gas centrifuge has 
been developed by West German in- 
dustry that promises to put the processing 
of uranium into fissionable isotopes suit- 
able for producing electrical energy with- 
in the reach of smaller countries. 

At first it was thought the device 
would enable fissionable material—U 235 
—to be produced from uranium 238, 
that could be used to produce atomic 
weapons. But it appears that the Degussa 
centrifuge is only able to produce about 
a 3 per cent concentration of U 235 from 
U 238. This makes the material ideal 
for reactors to produce power, however, 
but not for bombs. 

Several U. S. companies have been 
seriously working on a similar centrifuge 
device. 

The German companies which devel- 
oped the Degussa nuclear device have 
applied for patents in 13 countries, so it 
appears it will be made available to many 
other nations, including the U. S. A 
means for making cheap fuel for atomic 
power reactors is now within the reach 
of smaller nations which heretofore had 
to depend on the major atomic powers. 


California 


Big Pipeline Agreement Signed 
ee CALIFORNIA Epison Com- 
PANY and Humble Oil & Refining 
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Company have signed a 20-year agree- 
ment under which Humble would sell to 
Edison a total of approximately 1.8 tril- 
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lion cubic feet of gas from various fields 
in Texas. Deliveries would start with 
about 108 million cubic feet a day during 
the first year and rise to a maximum of 
265 million per day beginning with the 
fifth year. The Texas supplies are in 
addition to gas to be obtained from Mex- 
ico by the Edison Company, it was ex- 
plained. Edison would use the Mexican 
and Texas gas as an energy source for 
generating electricity. 

In addition, however, the Mexican gas 
from the new pipeline could be made 


available, if needed, to meet the demands 
of residential gas customers in the Los 
Angeles basin during peak periods of 
usage in the winter months. The total 
volume of gas to be transported to the 
Los Angeles basin, both from Mexico and 
from southern Texas, would reach a 
maximum of approximately 230 million 
cubic feet per day in the first year, in- 
creasing in steps to a maximum of 455 
million cubic feet per day in the fifth year 
and continuing at that volume for the 
remainder of the 20-year period. 


Illinois 


Dresden Nuclear Plant 
Dedicated 


§ ies $51 million Dresden nuclear plant 
of Commonwealth Edison was for- 
mally dedicated on October 12th. Since 
then it has been given broader operating 
authority by the Atomic Energy Com- 
mission. The 180,000-kilowatt plant is 
the world’s largest operating nuclear 
power station and was built entirely 
through private financing. Commonwealth 
Edison contributed $36 million of the 
cost. The balance of $15 million was put 
up by seven other utilities and Bechtel 
Corporation, which did much of the engi- 
neering and construction. 


Based on its investment, Common- 
wealth Edison predicts that eventually 
the Dresden plant will produce electricity 
for 7.5 mills per kilowatt-hour. The first 
uranium fuel loading of the boiling water 
type Dresden reactor cost $15 million and 
is expected to last three and a half years. 
Fuel costs, however, for subsequent load- 
ings are expected to prove lower in cost 
as technology improves. 

The Atomic Energy Commission has 
issued a 40-year license to Commonwealth 
Edison to operate Dresden at full power, 
whereas it originally was licensed to op- 
erate at half capacity on a temporary 
testing basis. 


Michigan 


Higher Earnings Requested 


Pengo Power Company has told 
the Michigan Public Service Com- 
mission that it needs a $13.5 million in- 
crease in natural gas revenue to “main- 
tain its high standards of gas service.” 
Board chairman of the company, Al- 
phonse H. Aymond, Jr., said Consumers 
Power has suffered a decline in its rate 
of return although it is one of the fastest 


growing gas-distributing enterprises in 
the nation. 

Aymond reported company earnings 
were 28 per cent below the level author- 
ized at the time of the last gas rate in- 
crease in 1952. 

The decrease was attributed to in- 
creases in wages, taxes, employee bene- 
fits, and the price of gas obtained from 
suppliers, Panhandle Eastern Pipe Line 
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Company and the Trunkline Gas Com- 
pany. Aymond also said the company, 
which supplies gas for 315,900 house- 


heating customers, needs higher rates to 
attract investment capital and “remain 
competitive with other fuels.” 


New York 


Immediate Rate Hike Denied 


MOTION filed by New York State 
Electric & Gas Corporation for per- 
mission to put its proposed increased gas 
rates in effect immediately on a provi- 
sional basis pending the outcome of an 
investigation to determine their justifica- 
tion has been denied by the public service 
commission. It ruled that the company 
had no need for immediate rate relief. 
New York State Electric & Gas had 


proposed rate revisions for nine of the 
13 upstate regions which it supplies. This 
would have resulted in both increases and 
decreases to individual customers but 
which, in the aggregate, would have pro- 
vided it with $1,020,700 additional rev- 
enues. The rates proposed were to have 
gone into effect on September 27th had 
not the commission suspended them. Fur- 
ther hearings on the rate cases are sched- 
uled to be resumed on November 15th. 


Pennsylvania 


New Earnings Approved 


HILADELPHIA ELECTRIC COMPANY is 

not receiving excessive earnings from 
its present rate structure, the state pub- 
lic utility commission announced recently. 
The commission said an analysis of the 
utility’s operations for a 12-month period 
ended in March showed the utility was 
earning a return below 6 per cent. 

Philadelphia Electric was among a 
number of power companies whose earn- 
ings were subjected to scrutiny earlier 
this year to determine whether earnings 


were in excess of an estimated 6 per cent 
fair return. 

The commission last August closed its 
investigation of Metropolitan Edison 
Company, Reading, after studies indi- 
cated its earnings were not out of line. 
However, since then, seven other electric 
utilities have cut rates a total of $2,426,- 
527 a year. 

The largest rate reduction was 
made by Pennsylvania Electric Company, 
Johnstown, which cut its bills to cus- 
tomers by $2,273,000 a year. 


Texas 


Urge Disposal of City Gas 
System 
oe the citizens of Houston de- 
feated a city charter amendment 
which would have permitted Houston to 
enter into 20-year contracts for the pur- 
chase of natural gas for the city’s Mag- 
nolia Gas System. As a consequence, 
City Councilman Louie Welch said this 
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indicated that the citizens preferred that 
the system be either sold or leased. 

Mayor Lewis Cutrer is opposed to the 
sale of the gas system which serves 8,000 
customers in Houston’s east end. The 
city can require either Houston Natural 
Gas Corporation or United Gas Corpo- 
ration, under their franchises, to buy the 
system. 





Progress 


of 
Regulation 








Trends and Topics 


Employee Protection as a Condition of Approving 
Mergers or Changes in Service 


P yrsenne and mechanization are not the only worries of employees 
in these changing times. Mergers of air carriers and railroads are being 
pushed in order to avert financial disaster and to provide more efficient and 
better service for the public. There was testimony by representatives of air-line 
companies recently that the high cost of furnishing jet service makes “almost 
inevitable” future mergers of big domestic airlines. Mergers may result in 
the need for fewer employees. 


Protection under Interstate Commerce Act 


Railroad unions have been pressing for employee protection, as in the 
recent merger proceedings of the Delaware, Lackawanna & Western Railroad 
Company and the Erie Railroad Company. A judge said he would permit the 
merger only if the railroads and unions reached an agreement preserving the 
jobs of workers currently employed by the roads. The railroads and attorneys 
for the Interstate Commerce Commission had taken the position that present 
protections were enough. Under these, workers are guaranteed their salaries 
for four years from the date of the merger. If laid off, they get their salaries, 
and if they take lower paying jobs, either with the railroads or some other 
employer, they receive the difference between what they then make and what 
the old jobs paid. Union attorneys took the position that payment of salaries 
was not enough “safeguarding” and that men must be kept on the jobs until 
attrition thins the workers’ ranks. 

The Interstate Commerce Act provides that as a condition of commission 
approval of a merger the commission “shall require a fair and equitable 
arrangement to protect the interests of the railroad employees affected.” The 
approval order must include terms and conditions providing that during the 
period of four years from the effective date of such order the transaction 
will not result in employees being “in a worse position with respect to their 
employment” except that protection afforded to an employee shall not be re- 
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quired to continue for a longer period than the period during which such 
employee was in the employ of such carrier or carriers prior to the effective 


date of the order. 
Protection of Air-line Employees 


The Civil Aeronautics Board has imposed conditions for the benefit of 
adversely affected employees who would sustain financial loss as a result of 
a transfer of air-line property, and its authority to do so has been upheld by 
federal courts. The court, in a case involving the merger of Pan American 
World Airways and the American Overseas Airlines, said that power to im- 
pose such conditions was implicit as one necessary to the performance of the 
board’s duty to condition approval with due regard to terms which are just 
and reasonable in the interest of the public. This was said to be for the pro- 
tection of the public interest in the prevention of industrial strife (100 PUR 
NS 462). 

The Civil Aeronautics Board, in considering a complaint by employees 
against a refusal to arbitrate the seniority question after a merger by Braniff 
Airways, Inc., and Mid-Continent Airlines, Inc., said that the question as to 
which organization is the certified representative of the employees of an air 
carrier is immaterial in considering a complaint against refusal to arbitrate, 
since, regardless of which employees’ group is the certified representative, 
there will still remain a dissident group whose rights must be protected. The 
air carrier’s request for dismissal of the complaint was denied because the 
board had included in its merger order a protective provision regarding 
seniority rights of employees, with the objective that all interested parties 
were to be given an opportunity to agree upon integration, and, in the event 
of disagreement, that the whole matter should be placed into arbitration (98 
PUR NS 152). 

A federal court upheld a Civil Aeronautics Board order refusing to direct 
the surviving air carrier to pay claims of former flight engineers of a merged 
carrier for compensation for alleged violations of an interim order requiring 
integration of flight engineers of the merged and surviving carriers into the 
seniority list of the surviving carrier and directing promotions subsequent to 
merger to be made on a ratio basis (13 PUR3d 452). 


Uniform Treatment of Telegraph Company Employees 


The Federal Communications Commission, in approving the consolidation 
or merger of the Western Union Telegraph Company and the Postal Tele- 
graph System, referred to the fact that § 222(f) of the Communications Act 
contains specific provisions as to the rights of employees of parties to a pro- 
posed consolidation and merger. The commission said that the statute con- 
templated that differences in treatment and protection provided under the 
Western Union and under the Postal plans should be preserved with respect 
to persons who had already retired on pensions or become entitled to benefits, 
but that uniformity of treatment under the Western Union plan should be 
provided for all active employees regardless of whether they were originally 
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employed by Postal or Western Union Telegraph (51 PUR NS 357). 


California Commission Considers Severance Benefits 


State commissions refrain from interfering in labor negotiations, but there 
may be situations in which a state commission order may include a condition 
for employee severance protection. The California commission, in authorizing 
discontinuance of rail passenger service between certain points and substitu- 
tion of motor coach service, noted that fifteen employees working as rail 
operators would be displaced. The company contended that none of these 
would be seriously affected inasmuch as those who could qualify as bus op- 
erators would probably do so because of the higher salary. Others could be 
employed in other parts of the company’s operations. The rail passenger 
service was part of operations transferred by another company pursuant to 
commission authority, and in the contract relating to the transfer the selling 
company had agreed to indemnify the present company for liability for em- 
ployment protection imposed by regulatory bodies. The commission imposed 
a condition for employee severance protection (20 PUR3d 100). 


The commission, on rehearing, ruled that it has power, in granting au- 
thority to operate buses in substitution for rail passenger service, to attach a 
condition as to employee severance protection. Requiring an employer to pro- 
vide reasonable employment protection as a condition to substituting this 
service was said to be an inseparable part of the public interest and not action 
in a labor controversy. Furthermore, the commission held that its action did 
not violate the National Labor Relations Act where passenger operations 
involved were purely intrastate and any effect upon interstate or foreign 
commerce would be purely incidental (21 PUR3d 368). 

The California commission, in authorizing abandonment of service by a 
ferry company, said that it would not concern itself with current or future 
wage negotiations but only with reasonable dismissal benefits for employees. 
The commission concluded that a condition in a dismissal benefits plan sub- 
mitted by the company, which made future wage increases a restriction on 
the payment of benefits, should not be included in the plan but was better left 
to collective bargaining between the company and its employees (1 PUR3d 
211). 





Review of Current Cases 


Area Price Levels Established for Independent 
Gas Producers 
' ( ‘HE Federal Power Commission has at some length in the Phillips Petroleum 
issued a policy statement setting forth Company case issued simultaneously with 
a new area price level system for the the policy statement. (The decision is re- 


regulation. of independent natural gas viewed, page 739.) 
producers. This statement was discussed Producers of natural gas cannot, by 
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any stretch of the imagination, be proper- 
ly classified as traditional public utilities, 
said the commission. The commission’s 
experience during the past six years has 
shown that the rate base method of 
regulating utilities is not a sensible or 
workable method of fixing rates for in- 
dependent producers. A producer must 
invest funds before he knows whether he 
will have anything to sell, or whether, if 
he does, he will have an adequate market. 
The problems of regulating a producer 
are entirely different from those relating 
to an ordinary public utility which is rea- 
sonably assured of the financial feasibil- 
ity of a project before any funds are 
expended for construction. 


Problems of Cost Basis 


To fix producer rates simply by allow- 
ing a return on investment or rate base, 
the commission observed, will penalize 
the efficient or fortunate producer and 
will unduly reward the inefficient or un- 
fortunate producer. While allocations in 
electric and pipeline cases are compara- 
tively small and simple, the amounts in- 
volved in cost allocations in producer 
cases are major in size and extremely 
difficult to make. The result is that a pro- 
ducer can become bankrupt or make 
enormous profits, depending on the 
methods of allocation used. In many cases 
estimates of gas reserves are highly in- 
accurate. 


The commission observed that the dif- 
ficulties of the tax laws applicable to per- 
centage depletion and intangible well- 
drilling costs obfuscate and hinder the 
determination of reasonable producer 
rates. Percentage-type casinghead con- 
tracts give automatic rate increases to 
the sellers of casinghead gas with no pos- 
sible determination by the commission of 
reasonable prices to them. If cost is to 
control price completely, landowners 
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would tend to lease only to producing 
companies having high costs, with the 
result that low-cost producers would find 
it increasingly difficult to obtain new 
leases. 

Another problem inherent in regulating 
producers on a cost basis is the adminis- 
trative burden of having full cost rate 
cases for each of the thousands of inde- 
pendent producers. The commission noted 
that 3,372 independent producers had 
11,091 rate schedules on file with more 
than 33,000 supplements to the schedules. 
Even if the commission’s staff were 
tripled, it was calculated that the com- 
mission could not reach a current status 
in the independent producer rate work 
until the year 2043. 


How Area Prices Determined 


A better method of regulation of pro- 
ducer rates, said the commission, is to 
establish fair prices for the gas itself 
and not for each individual producer. 
Under the statement of policy setting 
forth rate guidance levels, two prices are 
established for each producing area: (1) 
A price applicable to new contracts above 
which new sales will not be certificated 
without justification as to price, and (2) 
a price pertaining to existing contracts, 
above which price escalations will be sus- 
pended. Area prices will be modified from 
time to time as experience may indicate. 
No person will be deprived of substantive 
rights or foreclosed from justifying a 
particular rate in any area. 

In arriving at price levels for various 
areas, the commission considered all rele- 
vant facts available, including cost in- 
formation from all decided and pending 
cases, existing and historical price struc- 
tures, volumes of production, trends in 
production, price trends in the various 
areas over a number of years, trends in 
exploration and development, trends in 
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demands, and the available markets for 
gas. Adjustment of area prices to take 
into account special contract provisions 
will be considered as each filing is made. 
As it becomes apparent that certain ad- 
justments have general applicability in a 
specific area, the area price standard will 
be appropriately revised. 

Where a proposed price exceeds the 
indicated rate level and is, therefore, con- 
ditioned or suspended, the commission 
will, in determining whether the higher 
price is justified, consider not only the 
financial requirements of the individual 
producer but also the evidence relevant 
to the industry generally in the area con- 
cerned. Similar evidence will be required 
of purchasers or their customers who ob- 
ject to any of the price levels or any 
specific price. The ultimate objective is to 
set prices in all producing areas which 


will be adequate to maintain the gas sup- 
plies needed by the consumers of the 
nation, but at prices that are no higher 
than necessary to accomplish that pur- 
pose. 

The commission recognized that it 
might be contended that the area pricing 
method is not lawful and that under the 
1955 City of Detroit case (11 PUR3d 
113) a rate base and a rate of return must 
be determined, at least as a point of de- 
parture. And if the contention should be 
held correct, then adequate regulation of 
producers, as a practical matter, would be 
impossible under existing law. But no- 
where in the Natural Gas Act, the com- 
mission declared, is there any indication 
that a rate base must be used in de- 
termining just and reasonable rates. Re 
Rate Standards for Natural Gas Pro- 
ducers, September 28, 1960. 


FPC Bases New Phillips Decision on Cost of Service 
Denying Separate Allowance for Tax Incentives 


HE Federal Power Commission has 
ruled on rates for Phillips Petroleum 
Company in a sequel to the 1954 Supreme 
Court decision (3 PUR3d 129) which 
reversed the holding of the commission 
that it had no jurisdiction over this inde- 
pendent producer. The proceeding was 
begun in 1948 when the commission in- 
stituted an investigation under § 5(a) 
of the Natural Gas Act to determine 
whether Phillips was a natural gas com- 
pany within the jurisdiction of the ad- 
ministrative body and whether the com- 
pany’s rates were unreasonable. Although 
Phillips’ annual revenues from gas sales 
amounted to only 6 per cent of its total 
gross income in 1955, it sells more natural 
gas in the United States than any other 
gas and oil producer. 
After the Supreme Court reversal, the 
commission reinstituted its § 5(a) rate in- 


vestigation. This proceeding was later 
consolidated with 12 proceedings under 
§ 4(e) arising out of the suspension of 
rate increase filings made effective subject 
to refund. The present decision, using a 
1954 test year, allowed Phillips’ rates to 
remain in effect without refunds and 
terminated the proceeding except as to 
two possible adjustments. This case was 
determined under the conventional cost- 
of-service approach, since the record had 
been built on this basis and no ceiling 
prices had been issued at the time of the 
hearings, which terminated in October, 
1957. However, simultaneously with the 
issuance of this decision, the commission 
promulgated a statement of policy in 
which it set forth an area price level sys- 
tem for future regulation of independent 
producers (reviewed above). 

The commission observed that under 
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the cost rate base method as applied to 
independent producers, particularly with 
respect to allocations and rate of return, 
it is extremely difficult to arrive at a rea- 
sonable result by any formula or sys- 
tematic method. The only means of ar- 
riving at a decision is by considering the 
complicated factors involved and applying 
judgment and discretion. 


Expenses 


Phillips’ claim for exploration costs 
was found to be reasonable even though 
the company was developing gas reserves 
at a greater rate than it was producing 
gas. The expanding demand for natural 
gas and the company’s proper discretion 
in this area were noted. The commission 
also recognized an increase in the cost of 
purchased gas where, under percentage- 
type casinghead gas contracts, Phillips’ 
suppliers would be entitled to a price in- 


crease upon the granting of an increase in 
Phillips’ rates. In such a situation the 
suppliers need not justify their increase; 
it is not a rate change and need not be 
filed. 


While Phillips’ actual interest expense 
for 1954 amounted to nearly $10 million, 
it used a deduction of less than $4 million 
in computing its income tax allowance. 
This adjustment was approved on the 
ground that the $6 million difference was 
paid on an issue of bonds which was 
converted to common stock by the end of 
1955, and that without this adjustment 
the provision for income taxes in the test 
year would be understated and unrepre- 
sentative. 


Allocations 


In allocating joint production costs be- 
tween oil and gas produced from the same 
wells, a relative cost method was em- 
ployed, whereby these costs were allocated 
in proportion to known costs of produc- 
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ing each product separately. An imputed 
cost method, proposed by the staff and 
supported by a sales realization method, 
was rejected. 

The commission was of the opinion 
that all exploration and development 
items were so closely related that they 
should be allocated together and apart 
from the production expenses. Indirect 
overhead was allocated between Phillips’ 
natural gas department and its oil and gas 
production department on the basis of net 
capital employed. But the portion al- 
located to the oil and gas department was 
required to be distributed between purely 
oil leases and the joint product leases on 
the basis of direct operating expenses, 
rather than net investment. Direct gen- 
eral expense of the oil and gas depart- 
ment, consisting largely of salaries, was 
distributed between 100 per cent oil leases 
and joint oil leases on the basis of direct 
operating expenses. 

Although unsuccessful exploration costs 
are treated as current expenses in the in- 
dustry, their proper allocation between oil 
and gas was disputed in this case. The 
commission adopted a modified net lease- 
hold investment—Btu method of allocat- 
ing exploration costs between Phillips’ 
natural gas department and its oil and 
gas production department. 

The Btu ratio of one Mcf of gas to one 
barrel of oil was found to be one to six, 
while the field price ratio appeared to be 
one to 33 for the test year. Recognizing 
that demand is increasing faster for gas 
than for oil and that exploration and de- 
velopment of gas should be encouraged, 
the commission applied an economic fac- 
tor of four to the Btu ratio to allocate 
test-year exploration costs. This would 
correct the “unreality” of the Btu ratio. 
The cost relationship of finding one Mcf 
of gas to one barrel of oil was fixed at 
about one to 24. In allocating costs be- 
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tween natural gas and extracted liquids, 
the “volumetric-Btu method” was 
adopted. 


Year-end Rate Base Used 


It was believed that a year-end rate 
base for the test year 1954 would be 
representative of succeeding years in view 
of Phillips’ increasing investment. Off- 
shore leases acquired by Phillips from a 
subsidiary in 1955 were included in the 
rate base even though they were not in 
production during the test year. On the 
other hand, net investment in certain 
producing leases was included, though 
the leases were transferred to another 
company in 1955. It appeared that Phil- 
lips had not only replaced such reserves 
dollar for dollar but had made additional 
investments. 

Cash working capital was allowed on 
the basis of forty-five days’ expenses, in- 
cluding total direct, indirect, and explora- 
tion expenses, less certain noncash items 
such as taxes and depreciation, plus ma- 
terials and supplies and prepayments. 


Return Allowance for Cost of Capital 
And Exploration 


Phillips sought a rate of return of 12 
per cent in addition to the benefits of tax 
incentives, or 17 to 18 per cent if the tax 
benefits were denied. The commission al- 
lowed an 11 per cent rate of return, based 
on 12 per cent equity return and 3.2 per 
cent debt cost. The federal income tax 
incentives relating to percentage depletion 
and intangible drilling and development 
costs were not set forth as a specific item 
in the cost of service since a fair return 
would be more than the tax savings, and 
the result would not be affected whether 
Phillips received a return as a tax incen- 
tive or as a specific allowance. 

The commission declined to adjust the 
actual cost of debt to reflect as an inter- 


est-free loan an item of deferred income 
tax liability arising from accelerated 
amortization. The tax provision, said the 
commission, was intended to benefit the 
taxpayer and encourage the construction 
of emergency facilities. 

Earnings-price ratios were not accepted 
as a controlling factor in determining the 
allowance for equity. Phillips’ investors, 
it was observed, are interested in other 
things besides the contemporary earnings. 
They are concerned with future earnings, 
possible discovery of large reserves, tax 
advantages, and a hedge against inflation. 
Furthermore, since only 6 per cent of the 
company’s gross income derived from 
gas, investors would probably not be 
greatly influenced by Phillips’ position in 
the gas business. 

Included in the 12 per cent equity re- 
turn was an allowance of .75 per cent 
above the “bare bones” equity cost. 
Recognizing the risk in producer opera- 
tions and the increasing cost of drilling 
wells, the commission indicated that an 
allowance must be made in the rate of 
return to promote continued exploration 
for and development of gas. A limiting 
factor in the rate of return, however, was 
Phillips’ high equity capitalization ratio 
of 88.4 per cent. 


Spiral Contract Clauses 


The question arose whether with re- 
spect to certain contracts Phillips was au- 
thorized to file increased rates. It was 
held that contractual consent, which is 
required under the Mobile case (12 
PUR3d 112), was contained in spiral 
clauses providing that the price for gas 
shall be adjusted “when revised rates 
shall become effective.” 

The commission rejected a settlement 
proposed by Phillips, noting that a num- 
ber of parties rejected it and pointing out 
that it did not offer a new solution to the 
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issues but merely urged acceptance of 
present and past contract rates, many of 
which were then the subject of other 
proceedings. 

Commissioner Kline concurred in part 


e 


and dissented in part. He particularly dis- 
sented to the method of allocation of 
exploration costs. Re Phillips Petroleum 
Co. Opinion No. 338, Docket Nos. G- 
1148 et al. September 28, 1960. 


Common Equity Return Is Prime Determinant in Overall 
Return Allowed Gas Pipeline Company 


ig an interim order, the Federal Power 
Commission allowed Tennessee Gas 
Transmission Company a rate of return 
of 64 per cent. The company was required 
immediately to refund amounts collected 
in excess of this return from the time its 
increased rates went into effect in April, 
1960. The increased rates were designed 
to produce a return of 7 per cent, which 
the company urged should be allowed in 
this proceeding. 

A full hearing was afforded on the issue 
of rate of return. The issues of cost 
allocation and rate design will be de 
termined later. Also reserved for later 
determination are the questions of the 
proper treatment of deferred taxes, the 
tax benefits of statutory depletion and 
intangible well-drilling costs, and the 
proper return to be allowed on production 
properties. 

For the purpose of the interim order, 
subject to review in the next phase of this 
rate case, the commission used a con- 
solidated capitalization in the absence of 
a more appropriate basis in the record. 
The evidence indicated 56.8 per cent long- 
term debt, 13.7 per cent preferred stock, 
and 29.5 per cent common equity. How- 
ever, the company will be required to 
present evidence at the later hearing to 
show the capitalization of its gas pipeline 
business only. 


Historical Equity Return Asked 


There was no question about the aver- 
age weighted cost of Tennessee’s debt and 
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preferred stock. The basic controversy 
was the question of the return to be al- 
lowed on common equity. An overall re- 
turn of 7 per cent, as urged by Tennessee, 
would result in an equity allowance of 
13.08 per cent. To support this rate of 
return, the company contended that it 
should be allowed its historical return of 
14-16 per cent on book equity. It rejected 
the use of earnings-price ratios urged by 
the staff as a measure of investor ap- 
praisal and as a guide to determine the 
proper equity allowance, relying instead 
on current earnings-book value ratios. 
The commission adopted earnings-price 
ratios as the best guide. 

Comparing Tennessee’s earnings-price 
ratios with other pipeline companies over 
a period of years indicated that Tennessee 
enjoys a favorable and improving position 
in the money market in relation to the 
rest of the industry. The record also 
showed that the company has maintained 
a high level of earnings while moving to- 
wards a more conservative equity ratio. 
Tennessee has a low risk in connection 
with the recovery of its cost of service by 
reason of the minimum bill provisions of 
its schedules. It has rapidly increased its 
gas reserves. 

There is no sound basis for Tennessee’s 
claim to the same return on book equity 
that it has historically enjoyed, the com- 
mission declared. To accept such a basis 
for the determination of a proper equity 
return would deny recognition to changes 
in market prices, changes in dividend 
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and earnings requirements of investors, 
changes in the relative risk of the natural 
gas industry as compared with other in- 
dustries, and changes in relative risk of 
companies within the natural gas industry. 

The commission concluded that a re 
turn allowance of between 10 and 10.5 
per cent on common equity would be fully 
adequate, enabling the company to attract 


new equity capital and preserve its 
financial integrity. The overall interim 
rate of return allowance of 6} per cent, 
applicable to all of Tennessee’s properties, 
including well-mouth production proper- 
ties, will provide a return of 10.12 per 
cent on the common equity. Re Tennessee 
Gas Transmission Co. Docket No. G- 
19983, August 9, 1960. 


Only Current Rate Case Expense Considered 


— New Jersey commission took ex- 
ception to rate case expenses claimed 
by a water company. The company had 
included the regulatory expenses remain- 
ing from a 1956 rate case and had pro- 
posed amortizing rate case expenses over 
a three-year period. The commission was 
of the opinion that only the current rate 
case expenses should be included in the 


calculation of pro forma operating ex- 
penses and that a five-year amortization 
period should be used. 

The commission adopted 6.2 per cent 
as being a fair and reasonable return upon 
the company’s original cost rate base. It 
approved a test year based upon year-end 
figures. Re Toms River Water Co. Docket 
No. 605-350, August 31, 1960. 


Utility Not Bound to Recognize Private 
Electrical Inspection Agency 


i h-» New Jersey commission dismissed 
the petition of Keystone Electrical 
Inspection Service, Inc., to compel Public 
Service Electric & Gas Company to ac- 
cept the petitioners’ inspection certificate 
for a customer’s electrical installation. It 
was held, under the governing commis- 
sion regulation, that the company could 
not be compelled to recognize the agency’s 
certificate. 

The regulation provides that an electric 
company may refuse to connect with any 
customer’s installation that is not in ac- 
cordance with the National Electrical 
Code and with standard terms and condi- 
tions of the utility. Service may also be 
refused where an inspection certificate has 


not been issued by a county or municipal- 
ity, or by some agency duly appointed 
by county or municipal authority. 

The regulation further provides that 
when a county or municipality has not 
provided for the inspection of wires and 
appliances, or has not appointed any in- 
spection agency, then the utility shall ac- 
cept the inspection certificate of any 
agency designated in the utility’s filed 
tariff. The petitioner was neither ap- 
pointed by county or municipal authority 
nor designated by the company. Re Key- 
stone Electrical Inspection Service, Inc. 
et al. v. Public Service Electric & Gas 
Co. Docket No. 597-11510, August 17, 
1960. 
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Power to Award Reparation or Damages Lacking 


in New Jersey commission dismissed 
a real estate owner’s complaint 
against a water company, seeking an 
order requiring reimbursement, by the 
utility. The real estate involved was a 
garden-type apartment building occupied 
and tenanted by 126 families. Apartments 
had been supplied with service through 
the utility’s six-inch meter. In 1958, the 
tract owner had arranged for the instal- 
lation of a private water system to supply 
tenants’ requirements. This system was 
completed in 1959, but because it was 
necessary to provide for emergency sup- 
ply in case the private system failed, 
the owner had cross-connected with the 
utility’s system. His attorney had 
negotiated with the utility for stand-by 
service, tnder the impression that it 
would amount to $50 to $75 per quarter. 

However, the utility’s tariffs did not 
provide for stand-by service, and the real 
estate owner was subsequently billed for 
$250 for the second quarter of 1959, 
which was the officially filed minimum 
rate for a six-inch meter installation. Still 


3 


later, the real estate owner had negotiated 
for the installation of a three-inch meter, 
which carried a minimum rate of $90. 
Having paid the $250 for the second 
quarter of 1959 for a six-inch meter, the 
owner petitioned for the return of $160, 
which represented the difference between 
the minimum rate for a six-inch meter 
and a three-inch meter and, in addition, 
requested payment of its attorney’s fees 
and costs. 

The commission pointed out that it has 
only such powers as are conferred upon it 
by statute. Reparation was permitted in 
only a single specifically defined instance, 
where the utility had collected, through 
a surcharge, an amount of money exceed- 
ing the amount authorized. The commis- 
sion’s authority to fix just and reasonable 
rates did not, by implication, permit the 
awarding of reparation or of damages. 
The complaint should have been brought 
before a court of law for adjudication. 
Village Co. v. Elizabethtown Water Co. 
Consolidated, Docket No. 605-335, 
August 31, 1960. 


Customer Budgets Considered in Fixing 
Gradual Rate Increase 


_— finding that a small water com- 
pany was entitled to a rate increase, 
the California commission provided that 
only one-half of the proposed increase 
would be authorized for the first year in 
metered service. It took this action in 
order to give the customers reasonable 
time to adjust their budgets and water 
usage to the new rate levels. The service 
area involved had become depressed as the 
result of the closing of an aircraft plant. 
The new rates were calculated to yield a 
return of 6.06 per cent. The commission 
considered this reasonable and not ex- 
cessive. 
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The commission considered various 
service complaints, the depressed eco- 
nomic conditions of the area, as well as 
the poor earning position of the company 
under existing rates. After weighing these 
matters it concluded that improvement 
in the company’s financial position was of 
prime importance. The company had been 
losing money for the past few years. The 
commission said that the company was 
entitled to an opportunity to earn a fair 
return on its plant. However, under the 
economic conditions prevailing and de 
creased usage that would follow a sharp 
increase in rates as proposed by the com- 
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pany, it was deemed questionable whether 
the company could actually realize a fair 
return the first year. 

After deciding that the rate increase 
was fully justified in two steps, the com- 
mission admonished the company to 
police its system to see that service com- 


plaints are checked and corrected prompt- 
ly. It also required that all meters be 
tested within a two-year period and that 
incorrect meters be replaced. Re Crest- 
more Village Water Co. Decision No. 
60648, Application No. 41961, August 
30, 1960. 


Transportation Economics and Construction Costs 
Figure in Grade-crossing Decision 


csr evidence of traffic delays, pub- 
lic inconvenience, and accidents at 
railroad grade crossings of several streets 
in the city of Gastonia, the North Caro- 
lina commission declined to order any 
improvement in the situation. The city, 
acommunity of 40,000 people, along with 
other complainants, had asked that the 
two railroads concerned be compelled 
either to raise or lower the tracks. It ap- 
peared that such a project would cost 
at least $11 million. The complaint was 
dismissed. 

The tracks cut off a whole section of 
the city from the downtown area. 
Vehicles and pedestrians are sometimes 
blocked for fifteen minutes or more at a 
time while trains pass or switching op- 
erations are conducted. Although light 
signals, bells, and gates are provided at 
the crossings, a number of accidents have 
occurred in recent years, and evidence 
indicated that impatient pedestrians have 
been seen crawling under and between 
freight cars. At some of the crossings the 
view is impaired by topography or build- 
ings, and in one case by an unused freight 
depot. The complainants pointed to a 
serious interference with fire and police 
protection and prompt access to hospitals. 

By statutory provisions the commission 
is empowered to require the raising or 
lowering of tracks at any crossing, and to 
partition the cost of raising or lowering 
them or abolishing grade crossings. The 


commission is directed to require a change 
of any station or station house in order 
to promote the security or convenience of 
the public, and to require the raising or 
lowering of tracks at any crossing “when 
deemed necessary.” The commission con- 
strued its power under these provisions 
as subject to the qualification “when 
deemed necessary.” 


Large Expenditure Not Warranted 


While the commission agreed with the 
petitioner that a railroad has a duty to 
maintain safe crossing of streets, it 
pointed out that both safety and conven- 
ience are relative terms and that both 
maximum safety and maximum conven- 
ience may sometimes be forbidden by ex- 
cessive costs. But the commission was 
unable to find that the crossings com- 
plained of were dangerous. The evidence 
did not show whether the accidents at the 
crossings were actually the result of un- 
safe conditions. Nor did the record prove 
that the safety devices were inadequate. 
To require the railroads to spend over 
$11 million to eliminate so indefinable 
and uncertain a hazard, the commission 
declared, would not only place a very sub- 
stantial burden upon the railroads but 
would establish a precedent for the piling 
up of tremendous similar burdens upon 
them. 

The rails still carry some 46 per cent 
of the nation’s freight traffic, it was noted. 
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To so burden them with expenditures as 
to force a substantial increase in rates 
would necessarily divert much of their 
traffic to trucks. The commission was not 
convinced that the ultimate end of reliev- 
ing congestion on the highways would be 
served by action which would ultimately 
result in the appearance of new fleets of 
trucks upon the highways. “We con- 
clude,” said the commission, “that we 
cannot find that the interest of public 
safety requires the railroads to undertake 
sO massive an expenditure of money 
under the circumstances existing here, and 
we think that, in view of the changed 
situation of public transportation, only 
the most intolerable interference with the 
public convenience would justify the is- 
suance of such an order without an af- 
firmative finding of the existence of a 
real menace to public safety.” 

The commission disclaimed jurisdiction 
to require the railroads to remove its 
switching operations from the congested 
municipal area, though this would greatly 
ameliorate the situation. 


Dissent Looked to Alternative Means 


Commissioner Worthington, sharply 
dissenting, said the evidence justified re- 
lief to the public. He recognized that the 
cost of raising or lowering the tracks 
would be expensive and insisted that there 
must be a less expensive method of re- 
lieving the situation. Apparently the rail- 
roads were reluctant to suggest an alter- 
native. Commissioner Worthington con- 
sidered the dismissal of the city’s petition 
“a travesty against the rights of the 
sovereign people of the state.” 

Instead of dismissing the matter, he 
said, it should be set for further hearing 
and the railroads required to produce 
testimony and cost figures relative to a 
change in the switching yard or bypassing 
the city with its tracks. This commissioner 
found no want of authority on the part 
of the commission to rectify this danger- 
ous situation in one way or another. City 
of Gastonia et al. v. Southern R. Co. et al. 
Docket No. R-29, Sub 107, August 17, 


1960. 


Court States Principles Governing Review of 
Commission Orders 


om Nebraska supreme court, in re- 
viewing orders of the state commis- 
sion, laid down several rules governing 
commission action and judicial review. 
The commission, said the court, is clothed 
with legislative, administrative, and 
judicial powers and the court has jurisdic- 
tion to review orders and regulations of 
the commission on appeal. The only ques- 
tions to be determined by the court, how- 
ever, are whether the commission acted 
within the scope of its authority and 
whether the order complained of is rea- 
sonable and not arbitrarily made. 

This case involved the acquisition and 
transfer of motor carrier authority and 
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extension of such authority. The court 
held that the power of the commission to 
regulate common carriers is derived from 
the Constitution and such powers are 
plenary and self-executing in the absence 
of specific legislation on the subject. 
Where the legislature enacts legislation 
implementing the Constitution the com- 
mission is subject to and governed by the 
provisions of such enactment. 


Grounds for Commission Action 


The court held that should the com- 
mission after hearing, revoke, change, or 
suspend a certificate of public convenience 
and necessity, it must do so for willful 
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failure to comply with the provisions of 
the act or with any lawful rule or regula- 
tion of the commission promulgated 
thereunder, or with any term, condition, 
or limitation of such permit or certificate. 
The term “willful failure” is behavior, 
through acts of commission or omission, 
which justifies a belief that there was an 
intent entering into and characterizing 
the failure complained of. 

Where an application is made for the 
transfer of operating rights, the court 
held, the question of whether or not such 
operating rights are dormant relates to 
the time the application is made, a hear- 
ing is held thereon, and for a reasonable 
length of time immediately prior thereto. 


Where a certificate is not dormant it may 
be transferred on approval of the com- 
mission. 

The court further held that, in de- 
termining the issue of public convenience 
and necessity in cases where new or ex- 
tended operating rights are sought, con- 
trolling questions are whether the opera- 
tion will serve a useful purpose responsive 
to a public demand or need, whether this 
purpose can or will be served as well by 
existing carriers, and whether it can be 
served by the. applicant in a specified op- 
eration without endangering or impairing 
the operations of existing carriers con- 
trary to the public interest. Re Neus- 
wanger et al. 104 NW2d 235. 


Operating Authority Inseparably Connected 
With Rate Approval 


; i Maine supreme judicial court 


overruled exceptions brought by a 
contract carrier which had been directed 
by the commission to cease and desist 
from the transportation of propane gas. 
The carrier had filed a new rate tariff 
with the commission, and an intervening 
common motor carrier had claimed that 
transportation of the commodity in ques- 
tion was not authorized by the “grand- 
father” operating authority the contract 
carrier held. The commission had issued 
a show-cause order, and then the cease- 
and-desist order. 

The complaint directed against the 
carrier’s proposed rate tariff did not pre- 
clude the commission from investigating 
the carrier’s operating authority, held the 
court. The extent of authority is in- 
separably connected with the approval of 
rates. 

The commission had not only the 
power but the duty to determine the pre- 
liminary issue before turning to any con- 
sideration of the rate schedule. The 


commission could even investigate, on its 
own motion, unauthorized and unlawful 
operations or practices of a carrier and, 
after a full hearing, could order that such 
carrier cease and desist. 

The carrier complained that it should 
not have been compelled to assume the 
burden of proving that it was authorized 
to perform the transportation in question, 
and that the commission should have ad- 
mitted into evidence exhibits showing 
that the carrier’s predecessor had shipped 
the commodity in question during the 
test period. Not so, countered the court, 
because when the commission put the 
matter in issue by its show-cause order, 
the burden of proof devolved upon the 
carrier by application of statute. 

No foundation had been laid for the 
admission of evidence bearing on subse- 
quent operations of the commodity in 
question, in the absence of proof that a 
“regular operation” involving propane 
gas had been in effect. There had been 
no showing that gases generally were be- 
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ing transported by the carrier either dur- 
ing or subsequent to the period when the 
evidence of the shipment in question had 


been sought to be introduced. Cole’s Ex- 
press et al. v. O’Donnell’s Express, 163 
A2d 360. 


Extension of Water Service Favored over 
Establishment of New Utility 


HE California commission denied an 

application by residential land de- 
velopers for authority to establish a water 
utility and provide service to their new 
development. An existing water company 
serving adjacent territory and holding 
out to serve the area of the development 
protested the application. 

The applicants owned one well, to- 
gether with a 60,000-gallon tank, and 
planned to drill a second well as soon as 
twenty customers were connected. They 
intended to construct a second tank when 
a hundred customers were served. No 
future plans to serve the entire 140-acre 
development were indicated. The protest- 
ing water utility, on the other hand, was 
already amply equipped, and was willing 
and able to provide service to the develop- 
ment. Furthermore, the new development 
was in the logical direction of the com- 
pany’s expansion. 


The desire of the applicants to enter 
the water utility business in order to pro- 
mote the sale of their lots and homes, 
said the commission, is in no wise con- 
trolling as evidence of public convenience 
and necessity. Public convenience and 
necessity would be best served in this in- 
stance by an extension of existing facili- 
ties of the protestant. 

The commission was not impressed by 
the apparent existence of a misunder- 
standing on the part of the applicants 
as to the terms of extension by the 
protestant company. Unless first properly 
authorized by the commission, it was 
noted, no extension of service may be 
installed under any arrangement, the 
terms of which deviate from the utility’s 
filed rates or rules. Re Holland et al. 
d/b/a Sunset Water Co. Decision No. 
60705, Application No. 42308, September 
6, 1960. 


Municipal Water Plant Impressed with 
Continuing Duty to Serve 


Bie Wisconsin commission denied a 
municipal water plant’s application 
for permission to discontinue wholesale 
service to another municipality. Although 
the municipal plant had originally sup- 
plied the wholesale customer on its own 
volition without pressure or coercion, once 
it had begun to provide the service, it had 
acquired a legal responsibility to continue 
the service. 

The fact that the customer was another 
village and entirely outside the plant’s 


limits was not material. The municipal 
plant had to treat all customers equally 
without unjust discrimination. It could 
not continue to serve some customers and 
not others for which it acquired equal 
responsibilities and obligations. 

The fact that continuation of service 
would require additional facilities was 
not material, held the commission. Such 
additional facilities had to be provided. 
Re Village of Kimberly et al. 2-U-5376, 
September 9, 1960. 
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Other Recent Rulings 


Remand Erroneous. The North Caro- 
lina supreme court held that the superior 
court had erred in remanding a commis- 
sion order granting enlarged certificate 
rights where none of the parties had re- 
quested remand so that newly discovered 
evidence might be presented upon further 
hearing and the court had not specified 
upon what ground the remand was being 
accomplished or what was to be done by 
the commission. North Carolina ex rel. 
Utilities Commission v. Maybelle Trans- 
port Co. et al. 114 SE2d 768. 


Scope of Review. The Tennessee 
supreme court pointed out that the re- 
viewing court could not substitute its 
judgment for that of the commission, but 
had to limit its function to whether or not 
there was material evidence to support 
the commission’s findings and whether the 
commission acted fraudulently, arbitrari- 
ly, or capriciously. Associated Transport, 
Inc. et al. v. Fowler et al. 337 SW2d 5. 


Truck-away Service. The Utah com- 
mission authorized the transportation of 
motor vehicles in truck-away service upon 
a showing that there was no company 
rendering such service intrastate, that the 
applicant was equipped and financially 
able to render the service, and that public 
convenience and necessity justified the 
grant. Re Convoy Co. Case No. 4875, 
May 27, 1960. 


Motor Carrier Rate Increase. The 
Utah commission granted a rate increase 
toa motor common carrier possessing au- 
thority to transport commodities requir- 
ing special equipment upon a showing that 
the operating ratio had risen to 101.3 per 
cent, that movements of government ma- 
terials, formerly comprising the bulk of 
the carrier’s operations, had substantially 


declined, that the cost of servicing civilian 
traffic had increased, and that the present 
business was strictly one-way haul with 
the equipment returning empty. Re Ash- 
worth Transfer, Inc. Case No. 4879, June 
2, 1960. 


Accounting Violation. The Connecticut 
commission held that a service pipe is a 
unit of property and when retired from 
service and replaced the cost of the retired 
service should be withdrawn from the 
plant account and the cost of installing the 
new service charged to the plant account, 
since it is a serious violation of the com- 
mission’s accounting regulations to charge 
to expenses an expenditure that should 
properly be capitalized. Re Manchester 
Water Co. Docket No. 9902, July 11, 
1960. 


Reparation Denied. The California 
commission denied a shipper’s claim for 
reparation from a railroad for the trans- 
portation of silica sand where the ship- 
per had not met the burden of showing 
the rates charged to be unreasonable or 
prejudicial. Thatcher Glass Mfg. Co., Inc. 
v. Atchison, T. & S. F. R. Co. et al. De- 
cision No. 60403, Case No. 6400, July 
12, 1960. 


Existing Transportation Satisfactory. 
The Colorado commission denied a por- 
tion of a motor common carrier’s applica- 
tion for authority to transport govern- 
ment vehicles being moved to and from 
government installations where there had 
been no showing that existing transporta- 
tion facilities were inadequate or unsatis- 
factory. Re Convoy Co. Application No. 
17777, Decision No. 54676, July 14, 1960. 


Railroad Passenger Discontinuance 
Factor. The New Jersey commission 
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pointed out that the three factors of 
major importance in railroad passenger 
train discontinuance cases are the cost of 
providing service, the need of the service 
by the public, and the availability and ade- 
quacy of alternative transportation facili- 
ties, and that the factor of public need 
for the service rendered is regarded as 
the predominant controlling element. Re 
New York, S. & W. R. Co. Docket No. 
5912-11884, July 14, 1960. 


Unlawful Operation. The North Caro- 
lina commission held that it was unlawful 
for a certificated motor carrier to take 
legal title to a commodity in a territory 
it was not authorized to serve and “re- 
sell” such commodity in that territory, 
since a company could not be classified 
as a common carrier for purposes of regu- 
lation as to a commodity in one territory 
and be considered a private carrier and 
not regulated as to the same commodity 
transported in the same vehicles in a dif- 
ferent or adjacent territory. Re Shamrock 
Transport Co. Docket No. T-6, Sub 6, 
July 26, 1960. 


Agency Station Discontinuance. The 
Missouri commission held that it could 
authorize the closing of a railroad agency 
station even where it had been operating 
at a profit if the services displaced could 
be provided elsewhere at no undue incon- 
venience to the publc. Re Missouri P. R. 
Co. Case No. 14,265, July 27, 1960. 


Transportation of Explosives. The 
Utah commission held that ammonium 
nitrate was not an explosive within the 
terms of a motor carrier’s certificate au- 
thorizing transportation of commodities 
requiring special equipment, including ex- 
plosives. Re Ashworth Transfer, Inc. 
Case No. 4865, June 30, 1960. 


Certificate Modification. The U. S. 
court of appeals held that the CAB is 
required to adhere to formal procedure 
in order to modify a certificate after the 
certificate has become effective. Delta Air 
Lines, Inc. v. Civil Aeronautics Board, 
280 F2d 43. 


Distance Not Controlling. The U. S. 
district court pointed out that the factor 
of distance, when comparing two differ- 
ent groups or regions, is not controlling, 
since differences in competitive conditions 
may justify a relatively lower rail rate 
over one line than over another. Kansas 
State Corp. Commission v. United States, 
184 F Supp 691. 


Convenience Does Not Prove Need. 
The Maine supreme judicial court held 
that convenience of cement shippers alone 
does not prove a need for contract motor 
carrier service. Re Richer, 163 A2d 350. 


Operation at Loss. The North Carolina 
commission held that, in the absence of 
evidence as to expenses that can be ac- 
tually allocated to operating a railroad 
agency station, the test to determine 
whether or not the agency is actually op- 
erating at a loss is to deduct the known 
actual items of expense from the system 
revenues accruing from traffic handled 
by the agency. Re East Carolina R. Co. 
Docket No. R-21, August 5, 1960. 


Abandoned Crossing Project. The New 
York commission held that a statute di- 
recting it to apportion crossing expenses 
50 per cent to a railroad and 50 per cent 
to a municipality was applicable to a proj- 
ect ordered by the commission which was 
abandoned prior to completion. Re Vil- 
lage of Portville et al. Case No. 18479, 
August 9, 1960. 
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APPENDIX 


Important addresses on legal, economic, financial, and other 

problems, delivered before the Public Utility Law Section of 

the American Bar Association at Washington, D. C., jAu- 
gust 29 and 30, 1960. 





Comments of the Standing Committee Chairman 
By HORACE MOULTON* 


iy is my privilege to submit for your con- 
sideration the Report of the Standing 
Committee for the year 1959-60. Copies of 
the report have been mailed to all members 
of the section and there is an additional sup- 
ply at hand. 

The report is truly a collaborative docu- 
ment. It embodies the diligent efforts of eight 
subcommittee chairmen and 72 other subcom- 
mittee members, to each of whom I am in- 
debted for his intelligent and prompt en- 
deavors. May it not be said that many hands 
make light work, for the character of this 
undertaking precludes the application of this 
maxim. I wish also to acknowledge my debt 
to my associates Herb Monkmeyer, Ed 
Schoen, and Jerry Seymann for their valu- 
able assistance in the editorial work involved. 

It is customary, I understand, for the 
chairman to present a brief summary of the 
report at this time. I approach this task with 
misgivings. The report itself contains a sum- 
mary of some 41 pages, and I fear that any 
further distillation would produce a brew of 
such potency that it would be immediately 
soporific to the uniformly temperate mem- 
bers of this section. I will therefore confine 
my remarks to a few short and diluted ob- 
servations. 


] THINK it is safe to say that developments 
in the field of public utility law in the past 
year have been somewhat more than usually 
interesting. The trend toward some recogni- 
tion of the impact of inflation on public util- 
ity operations appears to be continuing. This, 
I believe, can be seen in commission and 
court decisions which employ or approve the 
use of a fair value rate base or an end-of- 


* Vice president, American Telephone and Tele- 
graph Company, New York, New York. 


period or future rate base, or make some 
other specific allowance for inflation, either 
as such or under its pseudonym “attrition.” 
For example, the Montana commission, in 
the Mountain States Telephone case, allowed 
an end-of-period fair value rate base.! The 
Kentucky commission continued its past 
practice of adding a percentage to a net cost 
rate base as a “provision for attrition.” Most 
interesting, perhaps, was the decision of the 
New Jersey supreme court in New Jersey 
v. New Jersey Bell Teleph. Co.? This repre- 
sents, I think, a milestone in judicial recog- 
nition of the impact of postwar inflation on 
public utility earnings and the various devices 
which commissions may properly employ in 
dealing with this most important problem. 

In regard to rate of return, on the other 
hand, the tendency seems to have been to 
cling to the cost-of-money approach, with all 
its infirmities, especially in a period when 
bond yields have equaled or exceeded the 
yields on common equities. But it is encourag- 
ing to note that the broader concepts of com- 
parative earnings and the important benefits 
which can accrue to consumers from finan- 
cially healthy utility operations seem to be 
gaining increasing recognition in regulatory 
circles. 


SHOULD also note that the Louisiana su- 
preme court has returned to its thesis 
that the Louisiana commission may not dis- 
criminate between utilities in the matter of 
the rate of return allowed? I think the least 
that can be said for this doctrine is that on 


131 PUR3d 417. 

229 PUR3d 87. 

8 Southern Bell Teleph & Teleg. Co. v. Louisiana 
Pub. Service Commission, 32 PUR3d 1. 
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occasions it has salutary results. Nor should 
we overlook the CAB’s tentative vote that 
the airlines are entitled to an overall return 
of 104 per cent on net investment. 

As you are all well aware, the year covered 
by this report brought important develop- 
ments in the treatment of accelerated depre- 
ciation for rate-making purposes. The Cali- 
fornia commission at long last concluded its 
proceeding directed to this question with an 
opinion which embraced flow through in 
cases where the utility has elected to employ 
accelerated depreciation, but appeared to 
leave that election to the discretion of man- 
agement. 

Flow through, however, represented the 
minority view during the year in question 
since a majority of the decided rate cases, 
foreshadowed by the trend of earlier ac- 
counting orders, provided for normaliza- 
tion through some provision for deferred 
income taxes. Significant among these cases 
was, of course, the FPC’s decision in El 
Paso Natural Gas (affirmed in this respect 
by the fifth circuit on August 2nd) and the 
ultimate revelation by the Illinois supreme 
court in the Alton Water case.* Mention 
must also be made of the SEC’s Accounting 
Series Release No. 85 which calls for nor- 
malization except in cases of public utilities 
where, in the ambivalent language of Ac- 
counting Research Bulletin No. 44 (re- 
vised) “it may reasonably be expected” that 
the deferred taxes involved will be allowed 
in future rate cases. 

There were many other interesting legal 
events in our field during the year. To name 
but a few: The substantially unanimous 
concern of the Supreme Court in the Catco 
case for the protection of consumers of 
natural gas against initial rates, by requiring 
rate conditions on certificates of convenience 
and necessity; the Supreme Court’s timely 
reaffirmation of faith in the McLean Truck- 
ing case in its decision in Minneapolis & St. 
L. R. Co. v. United States®; its determination 
that motor carriers are not liable for repara- 


4City of Alton v. Illinois Commerce Commis- 
sion 33 PUR3d 76, 165 NE2d, 513. 


532 PUR3d 128. 


tions, either under the Interstate Commerce 
Act or at common law (T.I.M.E. Inc. », 
United States)®; and last, but by no means 
least, the decision of a Kings county New 
York, supreme court judge that residential 
telephone service is now a necessity, ranking 
in this respect with water, heat, and power, 


The running constitutional battle over the 
validity of state laws calling for reimburse- 
ment to utilities for highway relocation costs 
is continuing apace—with decisions by courts 
of last resort in Texas, North Dakota, and 
Utah upholding such statutes and of Idaho 
condemning its law. The box score now 
stands 6 to 3 for constitutionality and there 
are several more innings to be played. 


I would not, in these remarks, trespass on 
the ground over which our friends in the 
various segments of the transportation in- 
dustry have done legislative battle during the 
past year except for the fact that since the 
report was issued I find that I have already 
done so. In all editorial innocence the report 
states, on page 41, that certain bills before 
Congress, which would have removed restric- 
tions on railroad entry into motor carrier, 
air carrier, and water carrier fields “were 
opposed by the Interstate Commerce Com- 
mission and the Department of Commerce.” 
The accuracy of this conclusion, which has 
its source in the report of one of our subcom- 
mittees, has been questioned by the chairman 
of another subcommittee. While I am in no 
position to pass judgment on the merits, I 
do wish to apologize for my insensitivity in 
including this controversial statement in the 
report. 

In conclusion, let me say that my failure 
to touch on developments in the field of 
atomic energy does not imply an opinion 
that they are not worthy of mention; quite 
the contrary, it is simply an admission of my 
incompetence in this esoteric area. I refer 
all questions about this to Herb Cohn and 
the eminently qualified members of his sub- 
committee who produced the scholarly 
and interesting separate report on this sub- 
ject. 


6 (1959) 359 US 464, 3 L ed 2d 952, 79 S Ct 904. 
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APPENDIX 


Financial Outlook for Airlines 
By THE HonoraBLE WHITNEY GILLILLAND*® 


n the year 1957 my distinguished prede- 
I cessor as chairman of the Civil Aeronau- 
tics Board, James R. Durfee, now judge of 
the United State court of claims, took part 
in a panel similar to this. On that occasion 
Judge Durfee emphasized the approaching 
jet era, calling attention to the fact that the 
new aircraft would be faster, larger, and 
much more expensive, that a great deal of 
new capital would be required, that competi- 
tion would be sharply increased, and that 
many attendant and serious problems would 
present themselves to the board. All of these 
things have since come about. 

Prior to 1957, the airlines had been a poor 
third to the railroads and bus lines in domes- 
tic intercity passenger mile competition. In 
that year the airlines took first position and 
are now carrying over 47 per cent of the total 
common carrier traffic. 

During 1959 there was a substantial in- 
crease in traffic volume amounting to 17 per 
cent. There was, however, only a small in- 
crease in load factors. Preliminary traffic 
data for 1960 indicate less growth in traffic 
and declining load factors. For the month of 
June, 1960, for example, traffic volume was 
but 4 per cent above June, 1959, and at the 
same time there was a decline of 2.0 points 
in the overall domestic system load factor. 
If the rate of increase in traffic volume con- 
tinues to decrease it may mean that a tem- 
porary traffic plateau is approaching. 

This situation can have serious economic 
results. A modern jet aircraft can, at least 
theoretically, make two transcontinental 
round trips per day and in so doing carry 
more than 500 passengers coast to coast. 
This represents over one million passenger 
miles daily for one airplane. If such tremen- 
dous capacity is to be fully utilized, traffic 
must increase correspondingly. 


bee; financial statistics for the first half 
of 1960 are not encouraging. The 12 
domestic trunks showed an operating loss of 
$4.8 million and a net loss of $7.3 million. 
In terms of net profit and loss the trunks 
were considerably under the 1959 results. In- 
dividually, the carriers split six-six with 


* Chairman, Civil Aeronautics Board. 


American, Braniff, Continental, Delta, 
Northwest, and Western showing operating 
profits, and Capital, Eastern, National, 
Northeast, TWA, and United showing oper- 
ating losses. 

As of March 31, 1960, the domestic trunk- 
line carriers had acquired 276 turbine-pow- 
ered aircraft, an investment which substan- 
tially exceeds the value of all aircraft of 
all types owned by the trunks in 1957. As 
of the same date all of the aircraft on order 
were turbine-powered craft and there were 
255 of them. The piston era for the trunks 
iS over. 

This is shown by the degree of traffic pene- 
tration that jet aircraft have already achieved. 
In the first quarter of 1960 turbine penetra- 
tion had reached 43 per cent and by the sec- 
ond quarter 46 per cent. It is anticipated that 
during this third quarter it will be 50 per 
cent or more. A little over a year ago the total 
jet penetration was only 6 per cent. 


Fyn the turbojet load factor has 
been higher and continues higher, ap- 
proximately 15 points, than the piston load 
factor, the gap between the two continues to 
narrow gradually as the turbojet load fac- 
tors recede from their abnormal introductory 
peaks. The actual load factors achieved by 
the industry are of critical importance in so 
far as revenues are concerned. For example, 
in 1957 the average passenger load factor for 
the trunk-line carriers was 61.5 per cent, in 
1958 it was 60.1, and in 1959 it was 61.4 per 
cent. Based on 1959 revenues, a single point 
difference in load factor, brought about by 
changes in traffic volume, would have pro- 
duced a change in revenues of $26.6 million. 

I should also point out that the airlines are 
substantially different from other public util- 
ities in so far as capital turnover (ratio of 
operating revenues to capitalization) is con- 
cerned. For example, the average capital 
turnover of electric and gas utilities is ap- 
proximately 0.35, whereas that of the air-line 
industry is 1.53 or 4.5 times greater. The air 
carrier industry is in a general risk position 
much above that of utilities such as electric, 
gas, water, and telephone. This is shown by 
all measures indicating risk, such as insta- 
bility of earnings, instability of dividends, 
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instability of common stock prices, and a 
relatively high capital turnover. 

The financial outlook for the airlines must 
be improved by increasing traffic and decreas- 
ing costs. It may be depended upon that the 
board, as the statutory regulator and devel- 
oper of air transportation, will provide all 
the co-operation within its authority. 


HE foregoing may appear as though I 

were pessimistic about the future of the 
air-line industry. However, this is not the 
case. The industry has made great progress 
in a relatively short period and is continuing 
to do so. Temporary setbacks are inevitable. 
There are many potentials for further 
growth and development. One is in the field 
of air cargo where the possibilities are tre- 
mendous. Financially, the future of the in- 
dustry is sound. The future will be one of 
constant improvement, operationally and fi- 
nancially. The U. S. air-line industry pro- 
vides the public with the finest system of air 
transportation in the world. I regard the 
present situation as no more than this. The 
airlines have just eaten a very, very heavy 
meal. It is not unreasonable to expect the 
period of digestion to be somewhat painful. 


MONG this year’s board decisions which 
should prove helpful to the air-line in- 
dustry, two require special mention. The first 
was the decision in the General Passenger 
Fare Investigation, the first comprehensive 
investigation by the board to determine ap- 
propriate standards to be applied in regulat- 
ing the level of air-line passenger fares. In 
that proceeding the board tevitatively deter- 
mined (the text of its decision has not as 
yet been released) that the measure of fair 
earnings should be based on rate of return 
on investment. The board concluded that on 
the present record the fair overall rate of 
return for the domestic trunk-line industry 
should be approximately 10.5 per cent, based 
on a somewhat lower rate for the so-called 
Big Four carriers, and a higher rate for the 
remaining eight intermediate trunk-line car- 
riers. The second was the decision in the 
Local Service Rate of Return case where the 
board concluded that the rate of return on 
investment for each local carrier should be 
subject to its own actual ratio of debt to 
equity but with a minimum of 9 per cent and 
a maximum of 12.75 per cent, and in no case 
less than three cents per plane mile. 
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The airlines occupy a unique position 
among public utilities with respect to regula- 
tion and competition. The statute adjures the 
board to encourage and develop an air trans- 
portation system properly adapted to the 
present and future needs of the foreign and 
domestic commerce of the United States, of 
the Postal Service, and of the national de- 
fense. The statute further enjoins the board 
to consider as being in the public interest— 


Competition to the extent necessary to as- 
sure the sound development of such an 
air transportation system. 


There is no doubt that subject to some limita- 
tions competition results in self-regulation 
and as a protector of the public interest. 


HERE are several advantages. The traffic 

volume is stimulated by the increased 
frequencies, modernization of equipment, 
competitive advertising, different classes of 
service, and rate reductions. On the other 
hand, it is apparent that unrestricted com- 
petition between two or more regulated car- 
riers certificated over identical routes with 
limited traffic potential, charging precisely 
the same rates, may not always be conducive 
to either the carriers’ interests or the public 
interest. In this connection another provision 
of the statute must be considered which states 
that 


No term, condition, or limitation of a 
certificate shall restrict the right of an air 
carrier to add to or change schedules, 
equipment, accommodations, and facilities. 


This statutory provision severely restricts 
the authority of the board to effectively con- 
trol destructive or uneconomic competition 
once a second carrier has been competitively 
certificated over a particular route. 

The board has been accused of a lack of 
alertness to the dangers of excessive competi- 
tion. It has also been criticized for not estab- 
lishing sufficient competition. Suffice it to say 
that in a specific situation an extremely com- 
plex and highly controversial question may 
be presented. 


Pyerer wisely recognized, as clearly 
stated in the act, that some competition 
is in the public interest. The nature and de- 
gree of the competition has been left to the 
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board. The board has followed the congres- 
sional mandate over the years to the best of 
its ability. However, the board is composed 
of five members, with individual and some- 
times strongly varying views. Moreover, the 
tenure of the members is limited. Resultantly 
there have been decisions of a policy nature 
which apply the theory of competitive effect 
in different ways. 

It appears to me after reviewing past de- 
cisions that in general the board has been 
motivated by two basic considerations. First, 
the attempt to strengthen the smaller carriers 
in order to achieve a more equitable competi- 
tive balance. Second, elimination of monop- 
oly routes to promote increased traffic vol- 
ume, service benefits, and reduction in rates. 

Whether the board in the actual applica- 
tion of this policy has been right or wrong, 
or somewhere in between, I am not prepared 
to state. However, this I can state with a 
great deal of confidence. It is an extremely 
difficult problem, made much more difficult 
by the dynamic nature of aviation. It is al- 
most impossible to determine with any degree 
of preciseness the future development of air 
transportation. Advances have been made in 
aviation that the authors of the act could 
not possibly have foreseen. 


HEN a man plans to build a house, he 

knows something about a house, and 
is able to proceed with a reasonable degree 
of confidence, but how could the board of 
twenty years ago have anticipated with any 
degree of certainty the future needs and de- 
velopment of air transportation. The board 
had no alternative than to arrive at its deci- 
sions on the basis of the existing facts and 
the attempt to make reasonable estimates as 
to the future course of events and to fore- 
cast the needs of the public many years in 
advance. This the board must still do. 

The heart of the matter is that competition 
between airlines which appears to be reason- 
able when medium-capacity, medium-speed 
piston aircraft are utilized may be unreason- 
able or uneconomic when high-capacity, high- 
speed jet aircraft are substituted. 

A number of factors operate toward a les- 
sening in any destructive effects of competi- 
tion. One is, of course, the constantly in- 
creasing traffic volume which may permit 
economic load factors despite increases in 
capacity. A sécond possibility is the trend 
toward mergers. All mergers, by law, must 


first be approved by the board after notice 
and hearing, and no one can foretell the final 
decision as to any particular merger in so far 
as the public interest is concerned. The board 
cannot legally order or compel a merger. 
Nevertheless, in a broad sense it may be said 
that the board would like an opportunity to 
examine such proposals in the light of the 
public interest. It is present board policy to 
expedite all such proceedings. 


f cong factor tending to lessen competi- 
tion is the voluntary suspension of 
service by an airline in a highly competitive 
market, or decrease in its number of sched- 
ules. This has, of course, occurred in a num- 
ber of instances. 

There are other ways in which air-line 
competition has tended to become uneco- 
nomic. One results from the practice of mili- 
tary contract bidding employed by MATS 
in obtaining commercial airlift. 

Section 401(a) of the Federal Aviation 
Act provides: 


No carrier shall engage in any air trans- 
portation unless there is in force a certifi- 
cate. 


But § 416(b) vests a discretion in the 
board to waive this requirement. In order 
for the board to exercise such discretion it 
must first find that enforcement of the statute 
would be an undue burden on the air carrier 
seeking the exemption by reason of the lim- 
ited extent of, or unusual circumstances af- 
fecting, the operations of such air carrier or 
class of air carriers. It must further find that 
enforcement of the statute would not be in 
the public interest. 

This statute has made it possible for the 
board to supplement the carrying capacity 
of certificated carriers in those instances 
where the traffic demand is greater than the 
capacity or where no certificated authority 
exists. Such supplemental air transportation 
has been used for commercial military air- 
lift. An outstanding example is found in the 
emergency situation existing at the time of 
the Korean War, and when military require- 
ments were greatly in excess of the normal 
demands. The record of the supplemental 
carriers in this instance was outstanding. The 
board, because of the emergency, granted 
broad exemptions based on national defense 
requirements. 
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Resultantly the supplemental carriers did 
not have to apply for specific or individual 
exemptions to carry military traffic. Con- 
tracts were awarded by the military to certi- 
ficated and supplemental carriers on the basis 
of competitive bidding. 


UBSEQUENT to the Korean War the De- 

fense Department continued the practice 
of competitive bidding among not only the 
certificated carriers but also the supplemental 
carriers. Competition for the traffic has been 
so great and the resultant bids so low that 
in the board’s opinion the practice has en- 
dangered the sound economic growth and 
development of air transportation. In 1959 
the average yield per passenger mile for in- 
ternational and territorial operations of all 
carriers was 6.34 cents. In this same year 
the average yield for the transportation of 
military traffic was just a little over 2 cents 
per passenger mile. In this same year two of 
the three certificated transatlantic carriers 
failed to show a profit. This is equivalent, I 
believe, of saying that the traveling public 
has been paying a substantial portion of the 


transportation bill of the Department of De- 
fense. Some discount because of the volume 
and nature of the traffic is no doubt proper 
but not that much. Recent judicial decisions 
have cast increasing doubt on the scope of the 
exemption power. 

Therefore, the board has taken steps to 
correct this particular situation and by letter 
to the Secretary of Defense of date June 24, 
1960, has indicated that it proposed to dis- 
continue the general grant of exemptions 
from § 401 and that it planned hereafter to 
closely examine each particular case under 
the language of 416(b). 


» conclusion it is my opinion that the ad- 
vent of the jet age will significantly 
change the thinking of the board and the 
industry. Hard decisions will have to be made 
in the immediate future. Not every one will 
like those decisions. But if the board is to 
discharge its statutory responsibilities it must 
make such decisions in a clear and forthright 
manner without regard to any special inter- 
est but with full awareness of the public inter- 
est. 





The Problem of Delays in the Administrative Process 
By ROSEL H. HYDE* 


DEEM it an honor to have been invited 

to address this distinguished group, al- 
though the responsibility accompanying that 
privilege does give me concern. Speech 
making has been referred to as an occupa- 
tional hazard of public officials. None the 
less, on this particular occasion I welcome 
the hazard for it affords me an opportunity 
to discuss with you a matter in which you 
as practitioners in the field of public utility 
law have a very vital interest—one at least 
as vital as that of the regulatory agencies, 
of your client, and the public generally. It 
concerns the vexing question of delays in 
the administrative process. 

I assure you at the outset that I will offer 
no easy panacea. My suggestions are not 
intended as the “be-all and the end-all” that 
would overnight eradicate the backlog of 
cases that plague the Federal Communica- 
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tions Commission and the other regulatory 
agencies. What I will offer, I would hope, 
will be some realistic, practicable sugges- 
tions for striking at the major causes of 
the mounting backlog of commission cases. 
I would venture to conclude that adoption 
of some of the suggestions—particularly 
those uniquely within the province of the 
bar to accomplish—could contribute to the 
expedition of all administrative proceedings, 
not just those of the Federal Communica- 
tions Commission. Moreover, the suggested 
remedies could be accomplished within exist- 
ing regulatory framework and would require 
no radical departure therefrom. 


A’ the Federal Communications Commis- 
sion enters its twenty-sixth year it is 
revealing to look back to 1934 to the com- 
mission’s first year and to learn that in some 
respects things have not changed very much 
at all. 
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On page 16 of the commission’s first 
annual report the following solemn ob- 
servation appears: 


In the past fiscal year there has been a 
notable increase in complaints to the com- 
mission of stations broadcasting objection- 
able programs, and the commission has 
made an extensive inquiry into the com- 
plaints... . 


But perhaps in a very real sense the 
analogy of past to present ends there. Dur- 
ing the commission’s first quarter-century, 
broadcast stations have increased from 600 
AM stations in 1934 to over 3,500 AM, 512 
television, and 930 FM stations in 1959, 
The number of broadcast receivers has 
soared from 18.5 million to more than 200 
million. There were in the United States 
in 1934 17 million telephones; now there 
are nearly 70 million—or more than half of 
the world’s supply. Usable radio spectrum 
has been extended from 300 to 30,000 mega- 
cycles. Radio is no longer earth-bound as evi- 
denced by the start of communications with 
objects and satellites in outer space. The 
volume of international telegraph traffic of 
all carriers amounts to about 22 million mes- 
— a year compared with 14 million in 
1934, 


HESE Statistics indicate the growth and 

dynamism of the communications in- 
dustry over the years since 1934, but they 
also serve as a dramatic measure of the in- 
creased demands upon the facilities of the 
commission. Quite frankly, for a variety of 
reasons beyond its control, the commission 
has been unable to perform its task with the 
dispatch necessary to entirely keep pace with 
this surge. For as the need for more facili- 
ties developed to fill the growing public de- 
mand, so the volume of applications for 
licenses and grants accelerated; processing 
problems became more complex; competi- 
tion for spectrum space became more keen; 
hearings became more protracted; commis- 
sion-level policy and adjudicatory decisions, 
perforce, became more numerous. 

Some examples will serve to illustrate the 
problem now facing the commission. On 
June 30, 1958, the commission had pending 
2,911 nonhearing broadcast applications of 
all varieties.. Although it granted 9,752 ap- 
plications there were pending on June 30, 


1959, nearly 1,000 more applications than 
were pending a year previous. At the present 
processing rate, approximately one year 
elapses, on an average, from the time a 
broadcast application for a new or modified 
facility is filed until it can be granted with- 
out hearing. In the common carrier field, al- 
though 5,036 applications were disposed of, 
5,110 new applications were filed during 
the year and the backlog of pending common 
carrier applications which stood at 423 on 
June 30, 1958, had increased to 497 by June 
30, 1959, 


geen nonhearing cases pose essentially 
a processing problem, and the commis- 
sion is constantly re-evaluating and using 
its best ingenuity to reduce processing time 
through improved techniques. For example, 
a staff reorganization along functional lines 
was completed in 1952, partially with this 
problem in mind. Presently, with the co- 
operation of the National Bureau of Stand- 
ards, the commission is studying the feasi- 
bility of using electronic equipment to ex- 
pedite and increase efficiency in handling its 
work load. 

But, in contrast, the hearing work load 
is not susceptible of solution by commission 
action alone and is a major concern to the 
commission as I am sure it is to the bar. 
The commission has been sensitive to the 
ever-increasing burden upon its hearing 
processes and facilities through the years. 
For example, in 1953, in an effort to curtail 
voluminous hearing records and expedite 
hearing cases, the commission adopted pre- 
hearing conference procedures. In 1955 the 
commission adopted rules limiting the num- 
ber of briefs that could be filed and the time 
allotted to oral argument in hearing cases. 
These adaptations have been helpful but 
nevertheless by June 30, 1959, the number 
of pending broadcast applications in hearing 
status which a year earlier had stood at 300 
had increased to 352 and the pending com- 
mon carrier applications in hearing status 
had increased from 30 to 47. 


Wan can be done looking toward a 
solution of this problem which exacts 
so heavy a toll in terms of time, expense, and 
public and private hardship? Initially, it is 
essential that the procedural restrictions im- 
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posed upon the commission’s processes by 
1952 amendments to the Communications 
Act be removed. That this is a prime requi- 
site has been recognized by the commission, 
the Federal Communications Bar Associa- 
tion, and the American Bar Association. 
After careful study and evaluation of the 
defects of the 1952 procedural engraftments 
to §309, apparent from nearly eight years’ 
experience thereunder, the commission and 
the bar made separate legislative proposals 
to the Congress for their repeal and for the 
substitution of new procedures which elimi- 
nate the requirement for a prehearing notice 
to the applicant and known parties in in- 
terest before an application is designated 
for hearing; and which substitutes for the 
postgrant protest procedure a pregrant pro- 
cedure. After a series of discussions directed 
to their separate proposals, the commission 
and the bar were able to agree to amend- 
ments which were introduced in Congress 
and which are now pending before that body. 

The purpose of the present prehearing 
notice required by § 309 of the act is to 
afford the applicant an opportunity to cor- 
rect deficiencies in his application and thus 
avoid a hearing. Rarely has the response to 
this notice obviated the necessity for a hear- 
ing. In view of the impact of the notice 
requirement upon the processing of applica- 
tions, the commission has urged Congress 
to eliminate this statutory notice require- 
ment entirely, for it has been a prime factor 
of delay in the processing of applications 
and the building up of backlogs. 


HE existing postgrant protest procedure 

provides that in any case where the 
commission grants an application without 
a hearing any party in interest within thirty 
days after said grant may protest the com- 
mission’s action, Moreover, it requires that 
this protest should be served upon the 
grantee and should contain such allegations 
of fact as will show the protestant to be a 
party in interest, and must specify with 
particularity the facts relied upon by the 
protestant as showing the grant was improp- 
erly made. Thereafter, the commission is 
required within thirty days to rule upon 
the sufficiency of the protest and, where it 
finds the protest sufficient, to designate the 
matter for hearing upon issues specified in 
the protest as grounds for setting aside the 


NOVEMBER 10, 1960 


grant. An exception to the latter is found in 
cases where after oral argument upon the 
allegations of the protest as if on demurrer, 
no ground for setting aside the grant is 
found to exist. 

This procedure accords the commission 
little discretion to dispense with frivolous 
proceedings. While protests must be filed 
under oath, the factual allegations may be 
based upon information and belief which 
encourages the filing of protests based not 
upon known facts but upon suspicion or less, 
The broad interpretation of party in interest 
which has been applied by the courts makes 
it impossible for virtually any individual 
engaged in the communications business to 
protest the grant of an application for a 
radio or television license. It places a heavy 
burden upon the commission and applicant 
alike by requiring unnecessary and pro- 
tracted hearings, after a grant has been 
made, to vindicate the grant, often in situ- 
ations where there is no substantial basis 
for attacking it. 


ie lieu of the protest provision and to 
overcome the imperfections I have al- 
luded to, the commission and the bar have 
urged the enactment of a pregrant procedure 
whereby the commission in substantially all 
broadcast and common carrier cases, and 
certain other cases, would hold applications 
for not less than thirty days after notice of 
the applicant’s acceptance for filing has been 
published. The commission would be re- 
quired to consider petitions to deny the 
application filed by parties in interest within 
the 30-day notice period. The petition would 
have to allege facts supported by affidavit 
of a person or persons having personal 
knowledge thereof. If, on the basis of the 
application and pleadings, the commission 
finds no material question of fact, and that 
the grant would be consistent with the pub- 
lic interest, it would be empowered to make 
the grant and deny the petition. If substan- 
tial questions pertain, the commission would 
be empowered to designate the application 
for hearing upon proper issues. 

Another amendment essential in dealing 
with case backlogs is that proposed by the 
commission to give it greater discretion in 
utilizing its review staff. The principal ad- 
vantage of the amendment would be to ex- 
pedite the disposition of adjudicatory cases 
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by permitting the professional review staff 
to assist the commission more fully than at 
present on those matters which do not in- 
volve final disposition, thus allowing the 
commissioners to concentrate their attention 
on the important questions of policy, law, 
and fact coming before them. 


N the limitations of § 409 of the Communi- 
cations Act there exists another statutory 
deterrent to expedition. It would be ad- 
visable, in my opinion, to amend that section 
to give the commission greater authority 
and discretion in appropriate adjudicatory 
cases and pursuant to adequate notice to the 
parties to designate a quorum of commis- 
sioners to hold evidentiary hearings on de- 
terminative case issues and to render a 
decision on the hearing record, briefs, and 
oral argument without the necessity of first 
rendering an initial decision and entertaining 
exceptions. This determination would, of 
course, be still subject to a § 405 petition for 
rehearing. 

An alternative amendment would be one 
which would give the commission greater 
authority and discretion in ordering the 
hearing record made before a hearing ex- 
aminer certified to it for a decision upon the 
record, briefs, and oral argument. This like 
the other alternative suggested would en- 
visage the elimination of the need for render- 
ing an initial decision and entertaining 
exceptions. In the nature of things, this is 
a procedure that would be invoked sparingly 
and only in those cases wherein the issues 
between litigants or parties are susceptible 
of speedy and fair resolution in the manner 
indicated. 


Ai essential to the achievement of the 
expedition as these statutory improve- 
ments are, much of the hope and responsi- 
bility for the attainment of expedition 
resides and has always resided with the 
practitioner and his client. And unless there 
be more than a modicum of desire on the 
part of those who invoke the administrative 
process to overcome delay, and unless there 
be proper utilization of the procedures de- 
vised to achieve that end, improvements 
however well-conceived will achieve very 
little. 

I do not infer an endorsement of Shake- 
speare’s sentiment expressed in “Henry the 


Sixth’—“The first thing we do, let’s kill 
all the lawyers.” But I do suggest a need 
for a greater element of enlightened self- 
interest on the part of the attorney and his 
client in the utilization of commission pro- 
cedures. For instance, whatever the inherent 
imperfections of the present 309(c) protest 
procedure, that provision has been rendered 
less perfect by the propensity of the bar to 
utilize it as a tactical weapon to be turned 
upon a prospective competitor when the 
price of litigation’s delay and expense ap- 
peared to promise commensurate reward in 
terms of advantage to the protestant. 


ND that brings me to another suggestion 

I would make. The filing of tactical 
interlocutory pleadings often on the flimsiest 
of pretexts and in factual and procedural 
contexts wherein past commission decisions 
have shown the prospects of prevailing to 
be minimal, have proved to be most burden- 
some to the commission. Would not it ulti- 
mately prove more beneficial to the interest 
of the practitioner and his client to refrain 
from deluging the commission with mar- 
ginal interlocutions and thus to permit the 
direction of staff and commission time and 
energies to those fundamental decisional and 
policy actions which in the long run are the 
really important and critical determinations ? 

And would it not better serve the public 
and private interest for the practitioners 
conscientiously to strive to narrow hearing 
issues rather than to expand and multiply 
them ; and to direct exceptions to those find- 
ings and conclusions of the examiner having 
significant decisional impact rather than in 
shotgun fashion challenging each vaguely 
unfavorable parenthetical expression? From 
the vantage point of the bench it appears all 
too frequently that attorneys practicing be- 
fore administrative bodies often strive inten- 
tionally to befog rather than clarify ; to con- 
fuse rather than facilitate the decisional 
process, 

These are a few suggestions for coping 
with the serious problem I have raised. 
There are undoubtedly other worthy ap- 
proaches. In any event, it is essential that 
the bar play a leading role in the search for 
more expeditious processes for I detect of 
late a quickening of criticism which since 
the inception of the administrative scheme 
has been extant. Partially attributable for 
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the emergence of the second-breath assail- 
ants of the administrative process is the 
seeming inability of the administrative agen- 
cies to effectively plan policy, and adminis- 
trate while speedily but judiciously carrying 
out their important quasi-judicial responsi- 
bility. 

I personally would not deem it wise to 
discard the existing regulatory structure, 
and, as some have advocated, to fragmatize 
the processes of the regulatory bodies by 
separating their adjudicatory, policy-making, 
and regulatory functions—assigning the for- 
mer to administrative courts, the latter to 
the Department of Justice, and lodging with 
the Executive Department the rule-making 
and policy-making responsibility. 

I believe that the advantages to the public 


derived from vesting specialized agencies 
with authority and responsibility for regu- 
lating vital segments of industry in the pub- 
lic interest far outweigh the defects existent 
in the administrative process. However, I 
stress the urgency of immediate and unified 
effort on the part of the bar and regulated 
industry to assist the agencies in accom- 
plishing needed reforms within the existing 
regulatory structure. Much has been accom- 
plished but much remains to be done. The 
Public Utility Section of the American Bar 
Association is in a position to assure con- 
tinued progress and will, I trust, contribute 
its assistance and advice. The problem of 
delays in the administrative process is not 
insurmountable if the standard of the public 
interest is kept paramount. 





Epitor’s Note: The brief remarks at this 
session by Federal Power Commission Chair- 
man Jerome K. Kuykendall were given ex- 
temporaneously and written notes could not 
be supplied for inclusion with the other 
prepared papers given at this session. Gen- 
erally, Commissioner Kuykendall expressed 
the wish that ways could be found to speed 
up the regulatory process. He said he had 
hoped earlier to be able to report to the 
Section of Public Utility Law the fact that 


the commission had reached a final decision 
on the long-awaited Phillips Petroleum Com- 
pany matter, but last-minute delays had pre- 
vented the final action of the commission as 
of that date (August 29th). Subsequently 
(September 29th) the Federal Power Com- 
mission did reach final agreement on this 
decision, in an opinion joined by Chairman 
Kuykendall and Commissioners Kline and 
Steuck (Sweeney not participating and one 
vacancy ). 





Current Developments in Surface Transportation 
By THE HonorastE JOHN H. WINCHELL* 


I SHOULD like today to discuss the impact 
on the Interstate Commerce Commission 
of the recent addition to our United States of 
the new states of Alaska and Hawaii. It may 
well be that their new status as full-fledged 
states will alter some traditional traffic pat- 
terns and practices, and, of course, we hope 
that the legal aspects of this new status will 
encourage and promote more and better 
transportation which in turn will aid in pro- 
moting the general economic development of 
our two new states. 

When the Alaska and Hawaii statehood 
bills were under consideration by the Senate 
Committee on Territories and Insular Af- 
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fairs some three years ago, the commission 
was asked for comments and suggestions, 
and we submitted rather extensive proposed 
amendments, including grandfather clauses 
for the benefit of existing carriers which 
would become subject to regulation by the 
commission. Briefly, the Interstate Com- 
merce Commission recommended that the 
Interstate Commerce Act be allowed to be- 
come applicable to interstate and foreign 
commerce within Alaska and to and from 
Alaska in the same way that it applies in 
other states. 

As to Hawaii, the commission recom- 
mended that the Interstate Commerce Act 
be made inapplicable in that state, and in- 
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applicable to water transportation between 
that state and other states. 


HIs distinction was believed desirable 

primarily because of the existence of 
through highway transportation between 
Alaska and the 48 other mainland states, and 
because land transportation in Alaska in- 
volves such great distances. With respect to 
Hawaii, on the other hand, there was no 
through transportation between Hawaii and 
the mainland states, and land transportation 
in Hawaii was chiefly over short distances 
and was local in character.? 

The committee, recognizing the extent and 
intricacy of the problems, decided not to com- 
plicate the statehood bills themselves by these 
amendments, and both bills were eventually 
enacted with only one provision affecting in- 
terstate commerce: a clause preserving the 
existing jurisdiction of the Federal Maritime 
Board over water transportation between 
each of the new states and the other states. 
The effect of this provision was to maintain 
the status quo with respect to the division of 
jurisdiction between the Interstate Commerce 
Commission and the Federal Maritime 
Board.? I should mention here that recent 
developments such as in the field of contain- 
erization have caused the commission to re- 
consider its position regarding regulation of 
transportation within and to and from Ha- 
waii, and we are now actively considering the 
problem. 


AcH of the statehood statutes provided 
that the federal laws shall have the same 
force and effect in the new states as in the 
existing states, but both provided that the 
laws in force in the territory shall continue 
to apply until repealed or amended by the 
state, but in no event for more than two 
years in the case of Hawaii, and no longer 
than June 30, 1961, in the case of Alaska. 
Prior to statehood, Part I of the Interstate 
Commerce Act applied to transportation by 
common carrier railroads and express com- 
panies operating in the territories of Alaska 
and Hawaii? and the admission of these 
territories did not change such application 
except that after the territorial laws expire, 
intrastate transportation in those states will 
no longer be regulated by the ICC. 
There are two railroads in the state of 
Hawaii, both narrow gauge. One, the Oahu 
Railway & Land Company, operates about 


20 miles of track and provides terminal serv- 
ices in Honolulu; the other, the Kahului 
Railroad, operates about 39 miles of track 
on the Island of Maui. There are also two 
common carrier railroads in Alaska. One is 
the White Pass & Yukon, a Canadian rail- 
road which operates from the Yukon into 
Alaska for a distance of 20 miles. The other 
is the Alaska Railroad, which is owned and 
operated by the federal government but is 
not subject to the Interstate Commerce Act. 
The commission recommended that the Alas- 
ka Railroad be made subject to regulation in 
order to maintain its competitive relationship 
with motor carriers. Congress passed such a 
bill, but it was vetoed by the President and 
did not become law.* 


RIOR to the admission of Alaska and Ha- 

waii, the commission had no jurisdiction 
over transportation by motor vehicle in either 
territory. It did, however, have jurisdiction 
over motor vehicle transportation, in so far 
as it took place within the 48 states, of com- 
merce moving to or from those territories.5 
The Alaska statehood bill did not contain a 
grandfather clause which would allow exist- 
ing motor carriers to continue operation, and 
the commission promptly issued temporary 
authority to such motor carriers to allow 
them to continue transporting interstate or 
foreign commerce between points in Alaska 
or between Alaska and the other 48 states. 

The commission also promptly established 
a field office in Alaska as an aid to the car- 
riers and others affected by the new status 
of Alaskan commerce. Just last month, 
grandfather rights were provided by statute 
for these motor carriers, and thus they do not 
have to prove that public convenience and 
necessity require continuation of their serv- 
ices.6 Grandfather carriers must, of course, 
observe the requirements of the act with re- 
spect to rates, fares, charges, and practices. 


HEN Hawaii became a state, the Inter- 

state Commerce Act was specifically 
made applicable to motor transportation in 
interstate and foreign commerce within the 
islands,” but because of the commission’s 
previous recommendations to Congress to the 
contrary, we did not immediately proceed 
to regulate motor transportation in Hawaii. 
Instead, we instituted an investigation to de- 
termine whether motor transportation in in- 
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terstate and foreign commerce by carriers 
which operate solely within Hawaii is of such 
a nature, character, and quantity that it 
should be exempt from regulation. The com- 
mission by § 204 (a) (4a) of the act is 
empowered to exempt from all regulation 
any transportation in interstate or foreign 
commerce by a carrier or by a class of car- 
riers within a single state if it finds that the 
transportation by its nature, character, or 
quantity will not substantially affect or im- 
pair uniform regulation of transportation. 
Hearings on these questions were held in 
Honolulu in April of this year.® 

If the commission concludes that motor 
transportation in Hawaii should be regulated, 
it will, as I have noted, have to revise its 
prior recommendation to Congress. Recent 
extensive developments in the handling of 
traffic to and from the islands in containers 
have increased the possibility of through 
service between water and motor carriers, 
and it may be that water transportation be- 
tween the mainland and the islands should 
in that event also be made subject to the act 
in order to afford through routes and joint 
through rates between points on the main- 
land and points in Hawaii. 


oo problem concerns household 
goods carriers which have established 
motor carrier operations in Hawaii. Since 
these carriers operate in more than one state 
they could not be exempted under § 204(a) 
(4a), and the commission has issued them 
temporary authority to continue these opera- 
tions. These carriers are subject to regula- 
tion by the Interstate Commerce Commission 
in their operations in the mainland states and 
in Hawaii, but they are regulated by the 
Federal Maritime Board witi. respect to the 
intermediate water transportation. 

Prior to the admission of Alaska and Ha- 
waii, the commission had no jurisdiction over 
water transportation in these territories or 
between the territories and the 48 states ex- 
cept that in certain circumstances where a 
railroad established joint through rates with 
a water carrier, the commission had jurisdic- 
tion over the through rates.® Upon the ad- 
mission of the territories, Part III of the 
act, which by its terms applied to transporta- 
tion between states, would have become ap- 
plicable to water transportation to and from 
the new states, but, as noted, both statehood 
acts preserved the jurisdiction of the Federal 
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Maritime Board over such water transporta- 
tion. Since that board’s jurisdiction applies 
to common carriers operating on the high 
seas, there is some residual jurisdiction re- 
maining in the Interstate Commerce Com- 
mission over a few small water carriers op- 
erating on rivers in Alaska.’ There is no 
similar river transportation being conducted 
in Hawaii, and transportation between the 
Islands is conducted on the high seas. 


Lae retention of Maritime Board juris- 
diction over transportation on the high 
seas, coupled with the commission’s new 
jurisdiction, prevents the establishment of 
joint through rates by rail or motor carriers 
with water carriers operating between the 
new states and the other states. Express com- 
panies and forwarders who offer through 
service to and from the new states are also 
required to assess a combination of rates for 
their through service. In handling their traffic 
over the high seas, express companies and 
forwarders are “nonvessel carriers” under 
the Maritime Board’s jurisdiction and their 
rates for that service must be separately pub- 
lished and filed with the Maritime Board.™ 

Several bills proposing to deal with this 
situation are under consideration by commit- 
tees of Congress. Some of them propose the 
establishment of a joint board to have juris- 
diction over such through rates and service, 
the board to be composed of a member from 
the Interstate Commerce Commission, a 
member from the Federal Maritime Board, 
and a member from the Civil Aeronautics 
Board. The ICC, however, has expressed 
its view that such an arrangement would be 
inefficient and undesirable, and renewed its 
recommendation that through service be- 
tween Alaska and the other 48 continental 
states involving water carriers be made sub- 
ject to the Interstate Commerce Act.” 


‘aoe are also a few freight forwarders 
subject to Part IV of the act which are 
engaged in operations between the mainland 
states and the new states. Freight forwarders 
who handle only household goods are exempt 
from regulation under the act.1* The regu 
lated forwarders are subject to the Interstate 
Commerce Act with respect to that part of a 
through operation in the mainland states and 
in the new states, but subject to the Maritime 
Board with respect to the intervening water 
carriage. 
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Part IV of the act applies to forwarder 
operations “between states” and would seem 
to apply to the entire operation between the 
mainland states and the new states, but § 418 
of the act states that freight forwarders may 
use only certain specified carriers, and water 
carriers subject to the Maritime Board are 
not included. Perhaps they may eventually be 
regarded as forwarders subject to Part IV 
only with respect to the land portion of their 
operations. If so, it would appear that they 
must publish and apply combination rates for 
their services. I understand that the Federal 
Maritime Board, as well as the Interstate 
Commerce Commission, has rejected for 
filing tariffs containing joint rates applying 
over ICC and FMB carriers. 


RIOR to the admission of these territories 
ic states, the commission had issued a 
number of certificates and permits authoriz- 
ing transportation “between all points in the 
United States.” The term “United States” 
is defined in the act to mean!’ the several 


z 


states and the District of Columbia. The 
question was raised by some carriers so situ- 
ated whether these certificates and permits 
automatically authorized transportation in 
the new states. The commission found that 
since these operating rights were issued upon 
proof of public convenience and necessity or 
other statutory proof relating solely to the 
48 states, and that since the term “United 
States” at the time of issuance was so under- 
stood, operations in the new states were not 
authorized by such certificates.” 

While the admission of two new and non- 
contiguous states is somewhat unique, the 
problems and complexities I have discussed 
are not. Every day the regulatory process 
finds itself confronted with new legal and 
economic problems, coming from all quarters 
and all quite important to the industry in- 
volved and the public. I do not think we need 
fear that the regulatory agency will stagnate 
in view of the numerous new problems re- 
quiring novel solutions, with which such 
agencies are confronted daily. 
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Rate Making and Some Other Regulatory Aspects of 
Nationalized Utility Operations in England and Wales 
By R. A. FINN* 


fi: are in Great Britain a number 
of public corporations of varying ages 
which carry on what may be considered na- 
tionalized undertakings. But the term “na- 


*Secretary and solicitor, Electricity Council, 
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tionalized industries” is generally considered 
to refer to those which were set up by the 
first postwar Parliament in 1945-50 and 
particularly the main group comprising now 
coal, transport, electricity, and gas. Of these 
the last three are those in which the Section 
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of Public Utility Law will be principally 
interested. I would propose to confine my 
paper to them and more particularly to the 
electricity supply industry, with which I 
happen myself to be concerned. For simplic- 
ity I shall in general keep to the situation 
in England and Wales and not deal with 
the somewhat different arrangements for 
electricity supply ruling in Scotland. 

It will be understood that any views which 
I express are my own and are not to be 
taken as representing the views of the body 
by whom I am employed. 


Position and Main Duties of the 
Electricity Boards 


T is my purpose to consider principally 

the fixing of rates, or charges, and the 
raising of capital. Before doing so it may be 
well to remark that as a result of the original 
nationalization legislation and some subse- 
quent changes (including the passing of the 
Electricity Bill that was before Parliament 
at the time of the association’s conference in 
1957) the ownership of the public electricity 
supply system in England and Wales is now 
in the hands of thirteen public corporations. 
The operations of these corporations are in 
substance, if not strictly in law, conducted 
for the benefit of the nation or the general 
consumer public; and their members—as 
are also the members of the corporations 
conducting the other nationalized industries 
to which I shall refer—are appointed by a 
member of the government, in this case the 
Minister of Power. Twelve of these cor- 
porations are the Area boards responsible 
in the various parts of the country for the 
supply distribution and sale of electricity 
to consumers. The thirteenth, the Central 
Electricity Generating Board, is a central 
national body which owns the power sta- 
tions and main transmission lines and pro- 
vides bulk supplies to the Area boards 
throughout the country. In addition, as an 
integrating influence in the industry there 
is another central body, the Electricity 
Council, to which I shall refer later, with 
advisory and co-ordinating functions but 
without any operating undertaking. 


’ | ‘HE main statutory duty of the Gen- 
erating Board is to develop and main- 
tain “‘an efficient, co-ordinated, and economi- 
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cal supply of electricity in bulk” and that 
of the Area boards to plan and carry out 
“an efficient and economical distribution of 
those [bulk] supplies to persons in their 
area who require them’”—which looks as if 
Parliament intended supplies to be as cheap 
as possible consistently with the other con- 
siderations mentioned. 

Further, every board have the duty “so to 
perform their functions as to secure that the 
revenues of the board are not less than suf- 
ficient to meet the outgoings of the board 
properly chargeable to revenue account, 
taking one year with another”: which pro- 
vides some measure of the charges to be 
raised—and incidentally imports a greater 
degree of responsibility on each board in 
its own field than the system in force from 
1948 to the end of 1957. Under that the then 
existing but now dissolved Central Elec- 
tricity Authority—which was both a gen- 
erating and a co-ordinating authority—was 
under obligation to secure the sufficiency of 
the revenues of the authority and the Area 
boards taken in combination. 


HERE are further duties on every board 

to “secure, as far as practicable, the de- 
velopment, extension to rural areas and 
cheapening of supplies of electricity” and to 
“promote the simplification and standardiza- 
tion of methods of charge for such supplies.” 
A Retail Tariffs Committee of representa- 
tives of the Electricity boards and the Elec- 
tricity Council (or the council’s predecessors, 
the Central Electricity Authority) was set 
up to deal with this last matter, and has 
made recommendations to the boards with 
regard to the nature and forms of tariff 
which appear to be desirable. 

The substance of these recommendations 
has been made known to the Minister of 
Power and to the Consultative councils 
(which are referred to later), and they have 
resulted in a good measure of similarity in 
practice among boards; but they have, of 
course, no statutory force and there is no 
single system of charge which has been 
adopted to apply to all consumers through- 
out the country. The normal classification 
in each area is into domestic, farm, indus- 
trial, and commercial tariffs. Some tariffs 
have an initial block of high-priced units 
followed by lower-priced blocks, the size of 
a block perhaps depending on the number 
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of rooms, size and characteristic of the load, 
floor area, or some other criterion. Some 
blocks are fixed. There are also two-part 
tariffs comprising a fixed charge (based 
perhaps on the floor area) and a unit charge, 
or a demand charge and a unit charge sub- 
ject to fuel cost variation. In addition, there 
are “restricted hour” tariffs and some “time 
of day” tariffs. 


on duties that I have referred to 
clearly have a general bearing on the 
level of charges to be recovered. But the 
actual procedure for fixing charges for re- 
tail supplies to the consumer is fairly simple 
and includes little that can be considered 
regulation of the charges by third parties. 
Before I refer to it in more detail it may 
be worth remarking at this point that it is 
a feature of the nationalization statutes that 
the same Minister who has the power of 
appointment has also certain powers of di- 
rection to the corporations. In the case of 
electricity supply the provision in §8 of the 
Electricity Act 1957 is that 


the Minister may give to the Electricity 
Council, or to any of the Electricity 
boards in England and Wales, such di- 
rections of a general character as to the 
performance by that council or board of 
their functions as appear to the Minister 
to be requisite in the national interest. 


The terms vary slightly in the different in- 
dustries, but the general nature of the pro- 
vision remains the same and it is coupled 
with others under which the Minister can 
obtain information with regard to the policy 
and activities of the corporation in question 
as he may require. The existence of this 
power of direction may be looked on as an 
important means of regulation of the indus- 
try. 

It may be noted, however, that so far 
the power has not been exercised in regard 
to the Electricity boards; and in regard to 
the fixing of tariffs it would not seem to the 
writer that if full effect is to be given to 
all parts of the Electricity Act the general 
power of direction contained in one pro- 
vision of the act can override a discretionary 
power and duty expressly laid on the Area 
Board by another provision which is not ex- 
pressed to be subject to it. The relevance of 
this will appear in a moment. 


Fixing Retail Charges 


i i procedure for fixing the charges 
for retail supplies of electricity to the 
consumer can be considered under two heads 
—retail tariffs and special agreements. 

(i) Tariff supplies 

The principal provision with regard to 
retail tariffs is contained in the following 
passage from §37(3) of the Electricity Act 
1947 as now amended: 


Subject to the provisions of the Elec- 
tricity Act, 1957, with respect to railways, 
the prices to be charged by an Area Board 
for the supply of electricity by them shall 
be in accordance with such tariffs as may 
be fixed from time to time by them after 
consultation with the Consultative Council 
established for their area and with the 
Electricity Council, and those tariffs shall 
be so framed as to show the methods by 
which the principles on which the charges 
are to be made as well as the prices which 
are to be charged, and shall be published 
in such manner as in the opinion of the 
Area Board will secure adequate pub- 
licity for them. 


Thus, except in the special case relating to 
supplies to railways—which I will refer to 
later—the provision in this passage which 
charges the Area Board with the duty of 
fixing tariffs is not expressed to be subject 
to any other provision and I do not think 
that it can be seriously challenged that un- 
der the act (apart from questions of undue 
preference or undue discrimination) the 
final word on the subject is with the board. 
It is true that the tariffs are to be fixed after 
consultation with two other bodies—as to 
whom I have more to say below—but con- 
sultation does not necessarily connote con- 
sent or in the last resort require the 
achievement of agreement, But no doubt the 
necessity for the board to consult other 
bodies does provide certain safeguards for 
the consumer. 


T’ will be noted that there are no express 
requirements as to the form or content 
of the tariffs to be fixed beyond the general 
requirements that they “shall be so framed 
as to show the methods by which and the 
principles on which the charges are to be 
made as well as the prices which are to be 


NOVEMBER 10, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


charged.” The words quoted have been 
referred to on occasions in the courts but they 
have not yet been the subject of actual ju- 
dicial decision and they present difficulty in 
defining just how much they require, It 
seems easier to point to the methods by 
which charges are made under a particular 
tariff than to the principles on which they 
are to be made. One can hardly suppose 
that the reasons for which a board arrange 
their tariffs in a particular form or at a 
particular level are to be shown in a tariff 
as the principles on which the charges are 
made or that any great benefit would enure 
to anyone if they were. The consumer will 
be concerned with results rather than rea- 
sons. He presumably wishes to know pre- 
cisely how he would be charged and what 
charges he would incur if he took a supply 
to a particular extent or in particular cir- 
cumstances, and if the tariff satisfies this 
requirement it would seem to do what is 
really needed. : 

Publication of tariffs is required, but it 
will be seen that the manner of publication 
is a matter for the discretion of the board. 
Normal procedures are believed to be to 


publish the actual terms of the tariff in the 
local newspapers, to have copies available 
at the service centers or showrooms, to give 
individual notice to consumers. I do not 
know of any difficulty having arisen on this 
matter. 


Bodies to Be Consulted 


HE two bodies with which the Area 

boards must consult before fixing or 
varying their tariffs are respectively regional 
and national in character. 

One, the Electricity Council, is a national 
body, set up by the Electricity Act of 1957 
in place of the former Central Electricity 
Authority, and constitutes the machinery 
for central consultation on, the formulation 
of general policy for, the electricity supply 
industry in England and Wales. It has the 
duty of advising the Minister of Power on 
questions affecting the electricity supply in- 
dustry and matters relating thereto and of 
promoting and extending the maintenance 
and development by the boards of an effi- 
cient co-ordinated and economical system of 
electricity supply. Its membership consists 
of a chairman and from two to five other 
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independent members (including two deputy 
chairmen) together with the chairman and 
two other members of the Central Elec- 
tricity Generating Board and the respective 
chairmen of the twelve Area boards. By the 
nature of their functions the council will be 
in a position to consider tariff proposals 
from the point of view of the supply indus- 
try as a whole and from the point of view 
of the public, and to take account of the 
relation of a board’s proposals to the tariffs 
of other boards and the recommendations 
of the Retail Tariffs Committee to which I 
have made reference, and to make observa- 
tions accordingly; but they have no power 
to give directions or decisions. 

Consultative councils are bodies of a more 
local nature. There is one for the area of 
each Area Electricity Board in England and 
Wales. Each is comprised of a chairman and 
from twenty to thirty members appointed 
by the Minister of Power, in part from a 
panel nominated by the associations of local 
authorities, and in part from representatives 
of agriculture, commerce, industry, labor, 
and the general interests of consumers of 
electricity and other persons or organiza- 
tions interested in the development of elec- 
tricity in the area. The chairman of the 
Consultative Council is also ex officio a 
part-time member of the Area Board and so 
provides a link between the two bodies 
which should assist the mutual appreciation 
of their problems. 


AcH Consultative Council have the duty 

(inter alia) of considering any matter 
affecting the distribution of electricity in 
the area, including the variation of tariffs 
and of notifying their conclusions to the 
Area Board where action appears to them 
to be requisite. They are to consider not 
only matters represented to them by con- 
sumers and persons requiring electricity 
supplies but also matters to which it ap- 
pears to them consideration ought to be 
given, and they are to consider and report 
on matters referred to them by the Area 
Board. (There is also somewhat similar pro- 
vision requiring the Consultative Council to 
consider matters affecting the variation of 
the Central Electricity Generating Board’s 
bulk supply charges—which incidentally 
have to be in accordance with tariffs fixed 
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by the Generating Board after consultation 
with the Electricity Council.) Each Con- 
sultative Council are to be informed by the 
Area Board of the latter’s general plans and 
arrangements for exercising and performing 
their functions under the act and may make 
representations thereon to the board. 

The conclusions, reports, or representa- 
tions of the Consultative Council under these 
provisions have to be considered by the 
Electricity Board concerned ; and if the Con- 
sultative Council are not satisfied with the 
result they can make representations to the 
Electricity Council and, if the result be 
again felt to be unsatisfactory, finally to 
the Minister of Power. If the Electricity 
Council consider that a defect is disclosed 
in the board’s general plans and arrange- 
ments for the exercise and performance of 
their functions they may give the board 
advice as they think fit for remedying the 
defect; and if, in the event of the matter 
reaching the Minister, it appears to him that 
there is such a defect, he may give directions 
to the board as he thinks necessary for 
remedying it. 


N addition, where representatives have 

been made to a Consultative Council by 
a consumer or person requiring supplies of 
electricity and the Consultative Council have 
not considered any action to be requisite, the 
person making the representations has, 
since the act of 1957, been enabled himself 
to take them to the Electricity Council. That 
council if they think there is a defect such 
as I have referred to, may, as before, give 
advice to the board for remedying it and in 
addition may make representations to the 
Minister on matters arising out of their 
advice; and in this case too if it appears to 
the Minister that there is such a defect he 
can, as before, give directions for remedying 
it. Each stage of these procedures is a mat- 
ter of considering representations and of 
consultation with the appropriate bodies con- 
cerned. There is no statutory direction as to 
the manner of consultation (apart from reg- 
ulations in regard to proceedings at meet- 
ings of the boards and the councils). 

It will be noted that neither the Consulta- 
tive Council nor the Electricity Council 
have powers of decision or direction; and 
although the Minister of Power may give 
directions to remedy a defect it is question- 


able how far this power extends. It is a 
matter of public knowledge that another gov- 
ernment department, the Scottish Home 
Department, was advised, under the some- 
what similar provisions of the legislation 
applying to Scotland, that the Minister— 
in that case the Secretary of State for Scot- 
land—although he might give a direction 
relating to a difficulty that had arisen in 
regard to tariffs, would not be able to give 
one which involved a material detraction 
from the power of the Electricity Board to 
fix its tariffs. 


ype have been cases where tariff 
questions have been brought to the 
Electricity Council or their predecessors, 
the Central Electricity Authority, under the 
foregoing provisions, but there appears to 
be no case so far in which the matter has 
been carried beyond that stage to the Min- 
ister. 

From the nature of their duties and con- 
stitution described above it may be supposed 
that the Consultative Council will look at 
a board’s tariff proposals largely from the 
standpoint of the consumers in their area 
but with insight into the Area Board’s posi- 
tion. 


HE question whether the Electricity 
Council or the Consultative Council 
should be consulted first is not answered by 
the acts: They leave it to the discretion of 
the boards and practice does not appear to 
be uniform. 
(ii) Special agreements 
The second method by which an Area 
Board’s charges to a consumer may be fixed 
is naturally that of specific agreement with 
the consumer. This power is distinctly lim- 
ited. It is provided by §37(7) of the act of 
1947 that an Area Board may enter into an 
agreement with any consumer for the supply 
of electricity to him on such terms as may 
be specified in the agreement; but there is 
also the very important proviso that the 
board shall secure that such agreements are 
only made in cases where the tariffs in force 
are not appropriate owing to special circum- 
stances. Here is clearly a field for exercise 
of the board’s discretion. “Special circum- 
stances” is not defined and seems to me to 
present considerable difficulty to anyone who 
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will attempt to set limits to it. But special 
circumstances would not necessarily put a 
consumer’s case beyond comparison with 
other cases if a question of undue preference 
should arise. 

These special agreements are, of course, 
not to be had on demand ; but the act of 1957 
has introduced an interesting procedure in 
this connection. If a consumer has asked 
the Area Board for a special agreement or to 
have an existing agreement renewed or the 
terms of such an agreement varied and the 
board has refused to comply or will comply 
only on terms which are not acceptable, the 
consumer may now refer that matter to the 
Consultative Council. It is for him to show 
to the Consultative Council, in the case 
where a special agreement or renewal has 
been refused, that owing to special cir- 
cumstances the tariffs in force are not 
appropriate to him or, where the board 
have refused to vary the terms of an 
agreement, that owing to a change in cir- 
cumstances since the agreement was made 
its terms have ceased to be reasonable, or 
in any other case that the terms proposed 
by the board are unreasonable. If it seems 
to the Consultative Council that he has es- 
tablished his case to their satisfaction they 
will notify the consumer and the Area Board. 
If the consumer is then dissatisfied or claims 
that the board has not given effect to the 
Consultative Council’s conclusion, he may 
refer the matter to the Electricity Council, 
and, they, if they think the case is estab- 
lished, may give the Area Board advice as 
they consider appropriate. The matter ends 
there, however; there is no resort to the 
Minister and it will be noted that neither the 
Consultative Council nor the Electricity 
Council has any executive powers in the 
matter. It is to be hoped, however, that 
the opportunity given by a full ventilation 
of the consumer’s case will result in sub- 
stantial justice being done. This new pro- 
cedure appears so far to have been invoked 
in only one case, which was eventually dis- 
posed of by the parties before the Electricity 
Council needed to come to a conclusion. 


Undue Preference 


ECTION 37(8) of the Electricity Act 1947 
directs that 1n Area Board, in fixing 
tariffs and making agreements for supply, 
“shall not show undue preference to any 
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person or class of persons and shall not 
exercise any undue discrimination against 
any person or class of persons’ —not an in- 
appropriate provision for a monopoly but 
in rather striking contrast to the present 
provisions for the railways, and not simple 
to interpret and apply. The corresponding 
provisions in force before nationalization 
were to the effect, first, that consumers in 
similar circumstances should be entitled to 
be supplied on similar terms, and, secondly, 
that in making agreements for supply of 
electricity, undertakers should not show any 
undue preference to any consumer. Thus 
the inclusion of undue discrimination and 
the references to classes of persons are new. 

Since nationalization of the industry in 
1948 there has been only one case in which 
the courts have been asked to adjudicate 
upon an alleged undue discrimination in 
electricity charges. This case’ arose in Scot- 
land in 1953 and, after having been twice 
through the courts to the highest tribunal, 
the House of Lords, on preliminary issues, 
has recently come to trial in the court of 
first instance, the Outer House of the Court 
of Session. 


(= consumers in that case were an 
industrial company supplied by an 
Electricity Board at high voltage under an 
industrial maximum demand tariff. Under 
this both the charges per kilowatt of maxi- 
mum demand and the basic charges per kilo- 
watt-hour (or unit) supplied were lower 
for consumers supplied at high voltage than 
for those at low voltage, and the appropriate- 
ness of these differences was not in dispute. 
But the basic unit rates for both classes of 
consumer were subject to a variation of 
.0008 pence per unit for every penny of vari- 
ation in fuel cost per ton above or below 
38s (the actual fuel cost at the time of fixing 
the tariff being in the neighborhood of 60s). 
The company brought an action alleging 
that there was undue discrimination against 
consumers supplied at high voltage because 
this variation was the same for both classes 
and resulted in the diminution of the per- 
centage differential between them as the 
cost of fuel rose, although in general it is 
less costly in fuel to supply electricity at 
high voltage than at low voltage. 


1 British Oxygen Company Ltd. v. South of Scot- 
land Electricity Board. 
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Subsequent revised tariffs, under which 
the rates of variation for the two classes 
were different and were applied in relation 
to a basic fuel price of 60s per ton were not 
accepted by the company as remedying the 
alleged defect, since, although in these cases 
the percentage differential increased when 
the fuel cost rose, it still remained, in the 
company’s contention, less favorable to 
high-voltage consumers than the percentage 
rate of differential (5.55 per cent) under the 
first tariff when calculated on a fuel cost of 
38s—a differential which the company al- 
leged should be the minimum and should 
increase with the rising price of coal. More- 
over, the company alleged that the vice of 
the first tariff had been perpetuated in the 
subsequent tariffs, because the basic unit 
charges for high-voltage and low-voltage 
consumers had both been arrived at by 
augmenting the basic unit charges in the 
first tariff (with coal at 38s) by means of 
the common variation in fuel cost per ton. 


. ee result of the recent trial has been 
that the Lord Ordinary held on the 
facts that the company had failed to prove 
their case and that there was no undue dis- 
crimination against them under any of the 
tariffs. But some light on the effect of 
§37(8) may be gained from the earlier pro- 
ceedings. 

The high-voltage consumers and low- 
voltage consumers were held to constitute 
not, as had been argued, two quite different 
categories which could not be compared, but 
two classes within the meaning of the sec- 
tion which could be compared. As to the 
nature of undue preference and undue dis- 
crimination, it has been made clear that they 
are not merely preference and discrimination 
shown or exercised for illegitimate reasons, 
as was argued in the early stages. They can 
be established by excessive differences in 
treatment. 

The price paid by the consumer is, how- 
ever, not the only test: The fact that 
the consumer is already paying a lower 
price than others with whom he makes com- 
parison is not in itself a sufficient answer to 
his case. On the contrary, the cost of dis- 
tributing electricity as between one class of 
consumer and another is a relevant con- 
sideration in considering whether undue 
preference has been exercised against a par- 


ticular class. And although the whole idea of 
tariffs must be to produce equality of charges 
over wide fields of supply and it can hardly 
be open to every consumer to attack the 
board’s grouping and obtain better treat- 
ment than the rest of the group, a consumer 
has a case to be considered if he can show 
that he has been charged “much too much” 
or that the difference between consumers 
“goes beyond measure and reason’”—to use 
phrases which occur in some of the judg- 
ments. 

Lastly, in the event of the consumer 
proving an overcharge by reason of undue 
preference, there would seem to be a claim 
for recovery of the excess. 


RoM the practical angle the hearing in 

the Court of Session, which occupied 
some five weeks of detailed evidence and 
argument, has illustrated the difficulty of as- 
certaining the cost of supplying any individual 
consumer and applying the criterion of 
cost. 

As was observed in one of the opinions in 
the House of Lords, prices are easily ascer- 
tained by inspection of the tariffs, but ascer- 
tainment of the costs of supply may involve 
highly contentious questions of costing and 
the like. 


Supplies to Railways 


N this point I should refer to one spe- 
cial case—supplies of electricity which 
have, by statute, to be furnished by one or 
other of the Electricity boards to meet rail- 
way undertakers’ requirements for haulage 
or traction. Here the terms and conditions of 
supply are such as may be agreed between 
the board concerned and the railway under- 
takers or in default of agreement determined 
by the Ministers concerned with the two 
undertakings—that is, in England and 
Wales, by the Minister of Power and the 
Minister of Transport acting jointly. 

The terms and conditions have to be 
such as in the opinion of the Electricity 
Board or of the Ministers, as the case may 
be, will not cause a financial loss to result 
to the board from the provision of the sup- 
ply—in effect a safeguard by Parliament 
against the nationalized electricity supply 
industry giving a subsidy to the nationalized 
railways. 


NOVEMBER 10, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


Is the Procedure Suitable? 


N first sight it might seem that a system 
which gives so much discretion to the 
undertakers contains too little regulation for 
the protection of the public in an industry 
that has in substance been brought into 
national ownership. But it is to be remem- 
bered that there is no equity capital, or in- 
deed any share capital at all, on which divi- 
dends have to be paid: Capital is raised by 
borrowing at interest. Further, the surplus 
of any year’s revenue is to be applied for 
such purposes of the board as the board may 
determine or (under an express provision 
on this subject) in such way as the Minister 
shall direct. And in addition members of 
the boards are appointed by a member of 
the government and paid by fixed salary 
publicly disclosed. There is little inducement 
therefore to raise the level of charges un- 
reasonably ; and I do not wish to convey the 
impression that boards are arbitrary or un- 
reasonable in exercising their tariff-fixing 
powers. 

It is, I think, the aim—as it is the 
interest—of all to relate charges to costs as 
nearly as may be practicable. In particular it 
is their aim to stimulate off-peak consump- 
tion of electricity, improve the board’s load 
factor, and keep down the capital costs 
which are the onerous consequence of in- 
ability to store electricity and of the con- 
sumer’s liberty to turn on the switch at any 
moment. 


Comparison with Rate-fixing Procedure 
In Some Other Nationalized 
Public Utilities 

HAVE outlined the position in one na- 

tionalized industry only. The position 
in others is not quite the same. The indus- 
try with arrangements most like those in 
electricity is not unnaturally the gas indus- 
try, which was nationalized in 1948, shortly 
after the electricity supply industry and in 
a form not very dissimilar from that in 
which the latter was reorganized in 1958. 
All the Gas boards, however, are both pro- 
ducers and distributors of their main prod- 
uct whereas, in the public electricity supply, 
generation is (with insignificant exceptions) 
the function of a single national Generating 
Board and the twelve Area boards are con- 
cerned with distribution. 
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The Gas boards fix their tariffs and can 
enter into special agreements in the same 
way as the Electricity Area boards can and 
they are subject to the same restrictions of 
the field of special agreements and the same 
prohibition on undue preference and undue 
discrimination. There is express provi- 
sion for power to make standing charges 
in addition to charges for gas supplied. 
The boards are not expressly required 
to consult the Gas Council or the Gas 
Consultative councils before fixing their 
tariffs, but, as in the case of electricity, 
the Consultative councils are to be informed 
of the Area Board’s general plans and ar- 
rangements and the question of variation 
of tariffs is one which the Consultative coun- 
cils can consider and make the subject of 
conclusions or representations. Where a 
question relating to tariffs is raised by a 
Gas Consultative Council, the recourse of 
the latter, if it is not satisfied with the result 
of the consideration given by the Gas Board 
to its conclusions or representations, is to 
make representations direct to the Minister 
of Power, not to the Gas Council. If then 
the Minister after consultation with the Gas 
Council thinks that there may be a defect 
in the board’s general plans and arrange- 
ments for exercising and performing their 
functions in relation to the supply of gas, he 
is required to refer the representations for 
inquiry and report to a person appointed 
by him after consultation with the Lord 
Chancellor (or in Scotland, the Secretary 
of State). If, after considering that person’s 
report, he is satisfied that there is such a 
defect, he is required to give the board di- 
rections for reducing it and the board are 
required to give effect to the direction. 

In these two industries, therefore, the 
charges are not fixed by a tribunal, and the 
Area boards are in effect able to act at 
their discretion, subject to the required con- 
sultations and to their not offending against 
the prohibition on undue preference and un- 
due discrimination and with the possibility 
of resort to Consultative councils by ag- 
grieved consumers. 


Lo position is different with the rail- 
ways. Under the Railways Act of 1921 
a Railways Rates Tribunal was set up with 
functions inter alia of fixing the rates and 
conditions for the carriage of goods and of 
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passengers’ luggage, and the settlement and 
control of passengers’ fares. When the rail- 
ways were nationalized by the Transport 
Act, 1947, and the British Transport Com- 
mission was set up, the name of the Railway 
Rates Tribunal was changed to “Transport 
Tribunal.” The commission were required 
to submit to the Transport Tribunal for con- 
firmation, drafts of schemes providing for 
the charges and conditions to apply to serv- 
ices and facilities provided by the commis- 
sion; 1.¢., both in respect of passenger and 
goods traffic and whether by rail, road, or 
inland waterway. These schemes were to 
provide for determining charges according 
to such system as might be desirable, and 
without prejudice to the generality of this 
provision they might provide for fixed 
charges, maximum charges, or standard 
charges and also for minimum charges. The 
schemes were to be published and were to 
be confirmed by the Transport Tribunal with 
such modifications as they thought fit after 
holding a public inquiry and hearing ob- 
jections from bodies of interested persons. 

By the Transport Act, 1953, however, a 
fundamental change was made. The contents 
of the Charges Schemes to be prepared by 
the Transport Commission were altered and 
it was provided that charges should in future 
be not fixed charges or standard charges but 
maximum charges only, except if it were 
not reasonably practicable to fix maximum 
charges, when the tribunal were to authorize 
the commission to make reasonable charges 
(reasonableness being a matter for the tri- 
bunal to judge). The effect of this change 
was to allow the Transport Commission a 
much wider latitude in the charges which 
they made, which were in general left to 
the commission’s discretion and only lim- 
ited by the maxima fixed. 


Le railways had also been subject to 
provisions prohibiting unfair charging. 
Under the legislation of the mid-nineteenth 
century an obligation was imposed to 
charge equally to customers for similar serv- 
ices and railways were prohibited from mak- 
ing any undue preference or advantage or 
prejudice or disadvantage as between their 
customers. However, by the Transport Act 
of 1953 the provisions enjoining equality 
of charge and prohibiting undue preference 
were no longer to apply to the Transport 


Commission, and thus questions of undue 
preference or discrimination do not now 
arise in regard to the commission’s railways. 

The position is thus the antithesis of that 
in the electricity supply and gas industries. 
The charges within certain limits are author- 
ized by a tribunal, but, subject to that, the 
railways have commercial discretion. 

In regard to transport, instead of the Area 
Consultative councils in the electricity and 
gas industries, there are a Central Transport 
Consultative Committee for Great Britain 
and a number of Area Transport Users’ 
Consultative committees either separately 
for passenger traffic and goods traffic or for 
both together. Their functions are somewhat 
similar to those of Consultative committees 
in the other industries ; but the recommenda- 
tions or concltsions of Transport Users’ 
Consultative committees are sent to the Cen- 
tral Transport Consultative Committee and 
the commission, and those of the Central 
Transport Consultative Committee and of 
the Transport Users’ Consultative commit- 
tees for Scotland and for Wales and Mon- 
mouthshire are sent to the commission and 
also to the Minister of Transport, who may 
give directions to the commission in respect 
to the matters dealt with. Charges are among 
the matters which these committees can con- 
sider. 


BF feosgene= by road is (in the main) 
not nationalized but regulated by li- 
cense, and is, therefore, rather outside the 
title of this paper. It may be worth while to 
observe, however, that in regard to passen- 
ger services on the roads the British Trans- 
port Commission require the same licenses 
as do other operators, except in the London 
special area, and that in the case of trans- 
port of goods by road they also require the 
same licenses as others for the undertakings 
which remain to them—a good part of the 
long-distance haulage undertakings which 
were nationalized by the Transport Act of 
1947 having been denationalized by the 
Transport Act of 1953. 


Raising of Capital—Electricity 


E have considered the means by which 

the electricity supply industry obtains 
its principal revenues. How are its capital 
requirements raised? 
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There is no share capital and all money 
raised from outside the industry—apart from 
minor items such as consumers’ contribu- 
tions and sales of surplus or obsolete assets 
—is raised by borrowing. This can take one 
of three or four different forms. 

First, the council and any of the Elec- 
tricity boards in England and Wales can 
borrow temporarily by way of overdraft or 
otherwise. In practice this means, in the 
main, borrowing from the banks, with a 
guaranty by the British Treasury. 

Secondly, the Electricity Council may bor- 
row by the issue of British Electricity Stock. 
The purposes for which stock may be issued 
include, in effect, the raising of money re- 
quired by the council or any of the boards 
for capital works, working capital, and re- 
payment of temporary borrowing. All Brit- 
ish Electricity Stock must be redeemable 
stock. 

From 1948 to 1956 these were the only 
two means of borrowing and the British 
Electricity Authority—the predecessors of 
the present Electricity Council—came to the 
public for a number of large issues of stock 
ranging from £100m. to £200m. each, in 
addition to the original issue of compensa- 
tion stock amounting to some £350m. All 
these issues were guaranteed by the British 
Treasury. 


THER nationalized industries also came 

to the market, although not to the 
same extent. The difficulties found in putting 
out issues of this magnitude virtually every 
year resulted in 1956 in a change in system 
and the introduction of a third method. The 
government promoted legislation in the Fi- 
nance Act of that year to enable the nation- 
alized electricity, gas, transport, and airways 
industries to borrow direct from the gov- 
ernment for the purposes for which they 
had power to borrow by the issue of stock. 
This system of financing has remained in 
force since that time and there have been 
no further issues of stock for cash by these 
industries, all borrowings (apart from tem- 
porary borrowing) having been provided by 
exchequer advances under the new powers. 
Advances to the electricity supply industry 
are made repayable by the industry by in- 
stalments over a period of twenty-five years 
and at a rate of interest fixed by the govern- 
ment. 
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The fourth method of raising money was 
authorized by the Electricity Act of 1957— 
that is to say, borrowing by the Generating 
Board or an Area Board by the issue of its 
own stock. Any stock so issued would not 
have the benefit of a Treasury guaranty, but 
regulations could be made by the Minister 
of Power enabling the board issuing the 
stock to charge the stock and the interest 
thereon on the revenues of the board and 
possibly on the undertaking. In fact the 
power to make such issues has not so far 
been exercised. 


, ee aggregate amount raised by the 
industry and outstanding at any time 
—whether by temporary borrowing, stock 
issues, or exchequer advances—is limited 
by statute, and has been extended from time 
to time by act of Parliament, the present 
limit being £1,800m. apart from the British 
Electricity Stock issued for the purpose of 
paying compensation for nationalization of 
previous undertakings. When Parliament 
early in 1959 was discussing the increase of 
the then existing limit (£1,400m.) the gov- 
ernment at first proposed that it should be 
extended to £2,300m., which was the proba- 
ble requirement by 1965. In consequence of 
discussion during the progress of the bill 
expressing the desire for closer parliamen- 
tary control, the government modified its 
original proposal so that any increase be- 
yond £1,800m. and up to £2,300m. should 
only be authorized when specified in an 
order of the Minister which would be sub- 
ject to approval by the House of Commons. 

It is to be understood that none of the 
borrowing powers in the industry is exer- 
cisable at all without the consent of the 
Minister of Power and the approval of the 
Treasury: and when the Electricity Council 
propose to exercise their borrowing powers 
for the purpose of defraying expenditure 
incurred by any board in carrying out re- 
organization or development they are re- 
quired to be satisfied that the reorganization 
or development will be in accordance with a 
general program settled by the board and 
approved by the Minister of Power under 
the act. 

There is provision by which the ultimate 
obligation for service of British Electricity 
Stock and exchequer advances shall be allo- 
cated among the council and the boards, hav- 
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ing regard to the extent to which the moneys 
are borrowed for their respective purposes. 


HE Generating Board and the Area 

boards are required to maintain general 
reserve funds, one purpose of which is the 
prevention of frequent fluctuations in 
charges; and proper allocations to these funds 
and proper provision for the redemption of 
capital and for depreciation of assets or for 
renewal of assets are among the outgoings 
to be charged to revenue account. Further, 
a Central Guarantee Fund, contributed to 
by the boards and not exceeding £20 million, 
is to be maintained by the Electricity Coun- 
cil for the purposes only of making good any 
temporary inability to meet obligations in 
respect of interest on, or the redemption or 
repayment of, any British Electricity Stock 
or exchequer advances or any temporary 
loan and of repaying to the Treasury any 
payments made by them for the purpose of 
fulfilling any guaranty given by them. 

The industry’s capital requirements are, 
of course, not all financed by external bor- 
rowing. The sums allocated for depreciation 
and amounts written off intangible assets, 
the capital contributions of consumers, pro- 
ceeds of sales of fixed assets and other capi- 
tal receipts, are employed in the business 
and provide a substantial measure of self- 
financing. 

In the year 1958-59, self-financing 
by the boards in England and Wales 
amounted overall to 47.4 per cent and it has 
been the declared expectation of the indus- 
try that over the period 1958-59 to 1964-65 
self-financing would average some 48 per 
cent. 


Other Nationalized Public Utilities 


oTH the Gas Council and the Transport 
Commission have powers of temporary 
borrowing and of issuing stock and taking 
exchequer advances on similar lines to those 
applicable in the electricity supply industry. 
There is, however, no provision at the pres- 
ent time for the issue of stock or taking 
exchequer advances by individual Gas 
boards, and the Area boards under the 
Transport Commission are not corporate 
bodies. The setup of the Transport Com- 
mission indeed presents a number of factors 
which is not within my province to discuss. 
At the present time the commission’s affairs 
are under study, with the probability of 
statutory changes of organization, the nature 
of which is not yet known. 

I do not offer to draw any moral from 
the arrangements which I have outlined or 
from the comparison between the different 
industries. I have merely tried to offer some 
description as a matter of possible interest 
to those whose immediate concern is with 
undertakings conducted under a different 
system. 

The members of the Section of Public 
Utility Law will be aware that the general 
positions of gas, railways, and road trans- 
port have been dealt with more comprehen- 
sively and with much greater authority in 
the papers presented by Mr. L. F. Stemp,? 
Mr. M. H. B. Gilmour, and Mr. S. D. Her- 
ington, respectively, at the London meeting 
of the section in 1957. 


2“The British Gas Industry—before and after 
Nationalization,” by Leslie F. Stemp, Pustic 
Uriuities FortTNIGHTLY, October 10, 1957, Vol. 60, 
No. 8, p. 541. 





Trends in Application of the Antitrust 
Laws to Regulated Industries 


By HUGH B. COX* 


F those who arranged this meeting hoped 
for a statement in which trends would be 
exposed, explained, and extrapolated, their 
choice of a speaker was, I fear, unfortunate. 
I have little confidence in the existence of 
trends in this area of the law and no con- 
fidence whatsoever in my ability to detect or 
to predict them. 
* Attorney, Washington, D. C. 


Indeed I have only a qualified confidence 
in any generalization about the application 
of the antitrust laws to regulated industries. 
I shall doubtless be unable to resist the temp- 
tation to generalize and I am aware of the 
logical infirmity in the statement that no gen- 
eralization is valid. On the latter point I con- 
sole myself with the thought that there is 
powerful authority for the view that “the 
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chief end of man is to frame general propo- 
sitions and that no general proposition is 
worth a damn.” ? Whatever logical difficulties 
may be involved I find that in this area of 
discussion it is more attractive to embrace 
the last clause of this statement than the first. 


HERE are several reasons why any at- 

tempt to derive general rules or proposi- 
tions from the decided cases in this field of 
law is an illusive and treacherous business. 
In the first place, in determining whether, 
or to what extent, the antitrust laws apply in 
a regulated industry the content of the provi- 
sions of the regulatory statute is of primary 
importance. The regulatory statutes are not 
uniform in their provisions with the result 
that a particular regulated industry may be 
subject to a degree of regulation that differs 
significantly from that imposed upon other 
regulated industries. And even within the 
framework of a particular regulatory statute 
the kind of regulation provided for one sub- 
ject matter may differ significantly from that 
provided for another.* Furthermore, over the 
years, congressional amendments may signif- 
icantly change the content and the reach of 
a regulatory statute.* For these reasons gen- 
eral statements in an opinion written in one 
case cannot necessarily be applied or ex- 
tended to a case which turns on different 
statutory provisions. 


URTHERMORE, the cases arise in different 
ways; sometimes the question is whether 
a controversy, or particular issues in a con- 
troversy, should be heard in the first instance 
by a court or by a regulatory agency—these 
are the so-called primary jurisdiction cases. 
Sometimes the question is whether on judicial 
review agency action should be set aside be- 
cause the agency has ignored or inadequate- 
ly considered antitrust problems.’ Some- 
times the question is what effect shall be 
given final administrative action in an inde- 
pendent suit brought in the courts under the 
antitrust laws.6 There are basic problems 
common to all of these situations but there 
are also considerations relevant in some and 
not relevant in others. It is accordingly un- 
wise to assume that what the courts have 
said or done in a case arising in one way will 
necessarily indicate what a court will do in 
a case that arises in a different way.” 
It is also unwise to draw conclusions from 
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general statements in the opinions without 
giving careful attention to the facts bearing 
on the particular practices or controversies to 
which the opinions were addressed. This 
cautionary observation is doubtless applicable 
in all fields of law but it has peculiar force 
here because I am convinced that in cases 
dealing with the relation between the anti- 
trust laws and regulatory statutes the courts 
have frequently been influenced as much by 
the particular facts before them as by any 
general principles or rules. In this connection 
it is interesting to observe, in passing, how 
many of the leading cases in this field, par- 
ticularly those having to do with primary 
jurisdiction, have been decided on the plead- 
ings. That meant that what was before the 
court was not a full record developed by a 
trial of the facts but instead the pleader’s 
version of the facts. In those instances 
neither the opinion of the court nor the plead- 
ings to which the opinion is addressed should 
necessarily be regarded as disclosing the real 
character of the problem involved. 


N reading the decisions it is also well to 
remember that the composition of courts 
changes so that the dissent of yesterday may 
be the decision of tomorrow. I venture this 
commonplace not only because of its bearing 
on the significance of particular cases but 
also because of its relationship to my final 
reason for inviting you to be suspicious of 
generalizations. 

This is an area of law in which views are 
likely to be influenced by personal prefer- 
ences or preconceptions about the competing 
and inconsistent economic policies that are 
embodied in the antitrust laws and the regu- 
latory statutes. This is doubtless inevitable 
and I am not suggesting that these prefer- 
ences or preconceptions are always irrelevant. 
There is often a permissible area of choice; 
the directions of Congress are not always 
explicit or complete and sometimes there are 
interstices in the regulatory statute in which 
the antitrust laws might well be applied. 

At the same time it is not wise to give 
these preferences or preconceptions a free 
rein. They often reflect a deep and passionate 
commitment either to regulation or to com- 
petition as a solution for economic problems 
and that kind of commitment is more likely 
to be an exercise of faith or enthusiasm than 
a considered empirical judgment. In the 
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resolution of particular problems I suppose 
everyone would agree that faith and en- 
thusiasm should be tempered and controlled 
by attention to whatever relevant directions 
Congress may have given. And I should like 
to make the additional suggestion that the 
evangelical spirit should also be tempered and 
controlled by some consideration of the na- 
ture of the economic problems involved and 
of the economic consequences that may fol- 
low from one solution as compared with an- 
other. 


r my experience the broader the generali- 
zation the more likely it is to be colored 
by personal preconceptions and preferences 
and the more likely it is that these other 
relevant matters will be overlooked or ob- 
scured. 

My point can be illustrated by reference 
to some of the writing in this field. There 
has been a great deal of this writing in the 
last ten or fifteen years. Even when the writ- 
ing is of high quality it sometimes has a 
tendency to be tendentious, occasionally to 
the point of being polemical. In the early 
1940’s when the rate conferences of the rail- 
roads were first attacked under the antitrust 
laws, cries of outrage and anguish arose from 
railroad counsel. The attack provoked an out- 
break of writing and speech, much of which 
seemed to rest on the assumption that any 
application of the antitrust laws to the trans- 
portation industry was a violation of the 
law of nature. Oddly enough, as time went 
on similar cries began to be heard from the 
opposing camp and we were assailed with 
arguments that seemed to proceed from the 
premise that there was a close relationship 
between absolute competition and the divine 
will. We were told that the doctrine of pri- 
mary jurisdiction as applied in the antitrust 
field was an inexcusable act of judicial ab- 
negation and an unwarranted judge-made 
exemption from the antitrust laws; that in 
general the courts had been derelict in their 
duty because they had not required adminis- 
trative agencies to adhere strictly to anti- 
trust standards in the discharge of their 
duties; and that problems in this field could 
properly be resolved by deference to a pre- 
sumed overriding national policy in favor of 
free competition. 

_ Tam not suggesting that this kind of writ- 
ing on either side of the controversy is 
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pointless. I do not object to melodrama. It 
is always entertaining and it is sometimes 
instructive. But it is important that we should 
recognize it for what it is and it is also im- 
portant that we should recognize that the 
most fruitful analysis is not always carried 
on in absolute or theological terms. 

Having made these general observations I 
now propose to comment on four decisions 
which have been handed down in this field 
in the past twelve months. Each of them 
seems to me to be an important and interest- 
ing decision and I hope that by commenting 
on them I may be able to give specific content 
to some of my more general remarks. Neces- 
sarily my comments must be brief and as a 
result I cannot attempt to cover all of the 
aspects and implications of the cases. 

The first decision is Minneapolis & St. L. R. 
Co. v. United States, 361 US 173, 32 PUR3d 
128, which was decided by the Supreme Court 
on December 14, 1959. In this case the Su- 
preme Court, with one justice dissenting 
without opinion, approved an order of the 
Interstate Commerce Commission, made un- 
der § 5(2) of the Interstate Commerce Act 
(49 USC 5), granting the Pennsylvania and 
the Santa Fe railroads authority to acquire 
control of Toledo, Peoria & Western Rail- 


road Company. 


HE order of the commission was at- 
tacked on the ground, among others, that 

the acquisition of control would create a 
combination in restraint of commerce in vio- 
lation of § 1 of the Sherman Act and would 
lessen competition or tend to create a monop- 
oly in violation of § 7 of the Clayton Act. 
This attack raised the issue whether in ap- 
proving the transaction the commission had 
given sufficient weight to the policies of the 
antitrust laws. You will recall that in McLean 
Trucking Co. v. United States, 321 US 
67, 53 PUR NS 473, which was decided 
in 1944, a similar issue was considered by 
the court in relation to a commission order 
which approved a merger of motor carriers. 
You will also recall that in the McLean 
case there was a division in the court over 
the statutory standard to be applied. All of 
the members of the court agreed that the 
commission was not precluded from approv- 
ing a merger merely because the merger, 
absent approval, would be unlawful under 
the antitrust laws. The majority opinion, 
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however, can fairly be read as laying down 
the general rule that the commission complies 
with the applicable statutory standard if it 
finds, on the basis of substantial evidence, 
that the merger will have transportation ad- 
vantages that will effectuate the National 
Transportation Policy as declared in the act 
even though the merger may have substantial 
anticompetitive effects and may be unlawful 
under the standards of the antitrust laws 
(321 US at pages 87-89). The dissent, on 
the other hand, took the position that the 
standards of the statute precluded the com- 
mission from approving a merger which was 
inconsistent with the antitrust laws unless it 
found that there was such a “need or neces- 
sity” for the merger that the policy of the 
Interstate Commerce Act “would be 
thwarted” unless it was approved (id. at 
pages 93, 94). 


HE views of the dissenting justices have 
been echoed in other quarters. They 
found their way into some rather confused 
and obscure passages in the report of the 
Attorney General’s Committee to Study the 
Antitrust Laws (pages 266, 267, 270) and 


in the 84th and 85th Congresses bills were 
introduced, but not enacted, which, in effect, 
would have given the dissent legislative sanc- 
tion.” 

The opinion in the TP&W case appeared 
to adopt and reaffirm the majority view in 
McLean. The question that I raise, but which 
I shall not attempt to answer, is whether this 
is really the end of the matter so that here- 
after we may safely assume that in merger 
cases the attitude that prompted the dissent 
in McLean will be of little importance. 

It should be observed that the facts in 
the TP&W transaction did not make a strong 
case for judicial interference with the com- 
mission’s action even on the basis of the 
attitude of the McLean dissent. The Penn- 
sylvania and the Santa Fe were not in com- 
petition with one another (295 ICC at page 
535). TP&W is a “bridge” carrier whose 
main connections are with the Santa Fe and 
the Pennsylvania. Although there was some 
competition between those two lines and 
TP&W, the commission’s findings indicate 
that this competition was not substantial or 
significant (295 ICC at page 536). The com- 
mission’s findings also indicate that the ad- 
verse effects of the transaction on other 


NOVEMBER 10, 1960 


competing carriers would not be substantial 
and that in any event those effects would be 
guarded against by the terms and conditions 
attached to the commission’s approval (295 
ICC at pages 536-542). It should also be 
noted that the TP&W case did not involve a 
merger in a strict sense but merely the ac- 
quisition of control on terms and conditions 
which preserved the TP&W as a separate 
entity and to some degree preserved its in- 
dependent operating practices. 


® occurs to me that the general statements 
in the TP&W opinion are not necessarily 
indicative of what the attitude of the court 
might be if it should be confronted with 
agency approval of a merger and consolida- 
tion of two large, solvent, and competing car- 
riers which threatened severe and substantial 
competitive consequences. I am not predicting 
that it would overrule McLean; the language 
of the majority opinion in McLean leaves the 
court with sufficient latitude so that without 
formally rejecting that decision the court 
could doubtless find a way to set aside agency 
action which it regarded as not giving due 
weight to antitrust considerations. I merely 
observe that the spirit of the McLean dissent 
may still be alive and that the language of 
the majority opinion in McLean and the re- 
iteration of that language in the TP&W 
opinion may not necessarily justify the con- 
clusion that the court will always sustain 
agency approval of a merger simply because 
the agency has found, on substantial evi- 
dence, that severe competitive consequences 
are counterbalanced by regulatory advan- 
tages. I should also like to observe that this 
is an example of the general comment that 
I made earlier to the effect that the facts may 
be more important than any general state- 
ments found in the preceding opinions. 


HE second case on which I shall com- 

ment — Firstamerica Corp. v. United 
States, 361 US 928 — also has to do 
with agency approval of a merger but it raises 
the question of the effect of the approval in 
a subsequent independent suit under the anti- 
trust laws. 

In that case a bank holding company, regis- 
tered with the Federal Reserve Board under 
the provisions of the Bank Holding Company 
Act of 1956 (12 USC 1841 et seq.), applied 
to the board for approval of the proposed 





APPENDIX 


acquisition of 80 per cent of the stock of a 
bank. Section 3C of the Bank Holding Com- 
pany Act (12 USC 1842(a)) required the 
board to consider several factors in passing 
upon an acquisition, one of them being 
whether it would expand the size or extent 
of the bank holding company system involved 
beyond limits consistent with “the preserva- 
tion of competition in the field of banking.” 
The act does not, however, provide that board 
approval of a transaction shall confer im- 
munity from the antitrust laws.” 


Bene § 11 of the Clayton Act, how- 
ever, the Federal Reserve Board has 
the authority to enforce § 7 of the act. Fur- 
thermore, both the board and the antitrust 
division have taken the position that when 
the board considers a merger or acquisition 
under § 3C of the Bank Holding Company 
Act, it also has the responsibility for deter- 
mining whether the acquisition or merger 
will violate § 7 of the Clayton Act. Accord- 
ingly, in this case the board considered the 
§ 7 question and decided that the proposed 
acquisition would not violate the section and, 
having found that the acquisition otherwise 
complied with the statutory standards, ap- 
proved it. 

Thereafter the Department of Justice 
brought suit in the United States district 
court for the northern district of California 
on the ground that the acquisition violated 
§ 7 of the Clayton Act and § 1 of the Sher- 
man Act. 

It will be recalled that in United States v. 
Radio Corp. of America (1959) 358 US 
334, 28 PUR3d 68, a somewhat similar 
question had arisen under the Communica- 
tions Act of 1934. There the Communica- 
tions Commission, acting under § 310(b) of 
the Communications Act (47 USC 310(b) ) 
had approved an agreement for the ex- 
change of radio stations having found that 
it met the statutory standard of public in- 
terest, convenience, and necessity. There- 
after the Department of Justice brought an 
independent suit in the federal courts under 
the Sherman Act charging that the agree- 
ment violated § 1 of the statute. 


ji relevant provisions of the Communi- 
cations Act did not expressly provide 
that approval by the commission should im- 
munize the transaction from the antitrustlaws. 


(In this respect the provisions differed, for 
example, from those of § 221 of the Com- 
munications Act (47 USC 221) dealing with 
mergers of telephone companies.) In approv- 
ing the transaction, however, the commission 
had before it all the facts on which the subse- 
quent antitrust suit was based; it was stipu- 
lated that the commission had decided all 
issues relevant to the antitrust laws that were 
before it and also that the Department of 
Justice had the right to participate and could 
have participated in the proceeding although 
it had not done so. In these circumstances 
the defendants contended that the subsequent 
antitrust suit was barred by the doctrines of 
res judicata and collateral estoppel. 

The Supreme Court rejected this conten- 
tion holding that the Communications Com- 
mission “was not given the power to decide 
antitrust questions as such and that the com- 
mission action was not intended to prevent 
enforcement of the antitrust laws in the fed- 
eral courts” (358 US at page 346). 


5 hs is something to be said for the 
view that in the Firstamerica case the 
Federal Reserve Board did have authority to 
decide § 7 questions “as such.” It certainly 
had authority to decide them in a proceeding 
brought under §§ 7 and 11 of the Clayton 
Act, and, as we have seen, both the board 
and the Department of Justice took the posi- 
tion that it should decide them in a proceeding 
under § 3C. On this basis it might have been 
assumed that the “as such” language of the 
Supreme Court opinion in the RCA case 
would support the application of the doc- 
trines of res judicata and collateral estoppel 
in the Firstamerica case. This assumption, 
however, illustrates the dangers involved in 
believing that general language used in one 
opinion can necessarily be applied or extended 
to a question arising under a different statute. 

A motion by Firstamerica to dismiss the 
antitrust case on the grounds of res judicata 
and collateral estoppel was denied by the 
United States district court in California 
without opinion. A motion for leave to file 
a petition for an extraordinary writ of cer- 
tiorari was denied by the Supreme Court 
(361 US 928). 

We have repeatedly been told that no con- 
clusions on the merits of a question should 
be drawn from the denial of a petition for 
a writ of certiorari and I assume that the 
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admonition applies with even greater force to 
the denial of a motion for leave to file a 
petition for an extraordinary writ. I assume, 
therefore, that as matters now stand the de- 
cision of the district court need not be re- 


garded as definitive. 
7 its present posture the case is interesting 
not only because it illustrates the im- 
portance of careful attention to the provisions 
of the regulatory statute involved but also 
because of the nature of one of the argu- 
ments made by the Department of Justice. 
The department relied upon the fact that the 
board’s decision of the § 7 case was not made 
in a proceeding brought to enforce § 7 and 
that there was an important procedural differ- 
ence between such a proceeding and a 
proceeding for approval of an acquisition un- 
der § 3 of the Bank Holding Company Act. 
In a proceeding brought by the board under 
§ 11 of the Clayton Act to enforce § 7, the 
board is required to serve a copy of its com- 
plaint upon the Attorney General so that he 
may exercise his right to intervene. This was 
not done and in fact the Attorney General 
did not intervene in the board proceeding, 
although it would seem fairly clear that he 
could have done so if he had wished. Up to 
this point the argument, whatever its merit, 
seems to raise no particularly novel issues. 


B™ in addition the department relied 
upon the fact that those provisions of 
§ 7 of the Clayton Act which exempt from 
its prohibitions transactions consummated 
pursuant to authority given by a number 
of designated agencies, do not include the 
Federal Reserve Board among the agencies 
so designated. On that basis and on the 
basis of the so-called saving clause contained 
in § 11 of the Bank Holding Company Act! 
the Department of Justice made a further ar- 
gument which seems to suggest that even if 
the board had proceeded under §§ 7 and 11 
of the Clayton Act and had decided that 
the proposed transaction did not violate 
§ 7, the Attorney General would not have 
been barred from bringing a new action 
of his own under § 7 in the federal courts. 

Whether the Department of Justice really 
intended to push the argument this far is 
not clear and, as I have indicated, we are 
not required to assume that either court ac- 
cepted it. I am obliged to say, however, that 
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I find the consequences of the argument a 
little startling. 


HE last two cases on which I shall com- 

ment, although arising in different ways, 
pose one common problem. The first of 
these cases is Luckenbach Steamship Co. v. 
United States (1959) 33 PUR3d 345, 179 
F Supp 605, affirmed in part, 80 Sup Ct 
1611. 

In that case Luckenbach Steamship Com- 
pany filed with the Interstate Commerce 
Commission a protest and a petition for sus- 
pension of reduced rates on canned goods 
initiated by a group of railroads. The com- 
mission denied the petition for suspension. 
Luckenbach thereupon brought suit before 
a three-judge district court in Delaware to 
enjoin and annul the commission’s order. 
Luckenbach attacked the rates on two 
grounds: (1) that they were unlawful under 
the Interstate Commerce Act and (2) that 
they were established pursuant to a con- 
spiracy to restrain and monopolize trade in 
violation of the antitrust laws. 

The district court dismissed the complaint 
holding (1) that an order of the commission 
denying a petition for suspension of the 
rates was not reviewable and (2) that the 
antitrust charge should initially be referred 
to the Interstate Commerce Commission. 

The Supreme Court in a per curiam 
opinion vacated the judgment of the district 
court on the first point and remanded the 
case with instructions to dismiss the cause 
as moot. On the antitrust question the court 
affirmed the judgment below with two jus- 
tices dissenting. 


t+ holding that the antitrust charges 
should be referred in the first instance 
to the Interstate Commerce Commission is 
consistent with the dicta of the Supreme 
Court in Federal Maritime Board v. Is- 
brandtsen Co. (1958) 356 US 481, 24 
PUR3d 28, and in United States v. Radio 
Corp. of America, 358 US 334, and with 
the opinion of the court of appeals for the 
District of Columbia in the Aircoach case 
(Atchison, T. & S. F. R. Co. wv. Aircoach 
Transport Assn., Inc.) (1958) 253 F2d 877, 
as modified in Atlantic Coast Line R. Co. v. 
Riss & Co., Inc. (1958) 267 F2d 657, and 
breaks no new ground.”* 

The interesting problem is what question 
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or questions are to be referred to and de- 
cided by the commission. 

Whenever in an antitrust case the rate 
under attack has been made pursuant to the 
provisions of a rate conference agreement 
approved by the commission under § 5a of 
the Interstate Commerce Act and immunity 
is claimed under that section it seems clear 
that the referral covers the question 
whether in initiating the rate the parties 
complied with the procedures set forth in 
the approved agreements. But it also seems 
clear that the referral is not confined to 
this procedural question. In the Riss case 
the court of appeals for the District of 
Columbia said that the question of “the in- 
tent and effect” of the rate reductions should 
be referred to the commission (267 F2d at 
page 658). And in a dictum in United States 
v. Radio Corp. of America, 358 US 334, 
348, the Supreme Court said that the agency 
having primary jurisdiction over the rates 
should first consider “the reasonableness of 
such rates and practices in the light of the 
many relevant factors including alleged anti- 
trust violations.” 


B” what legal standards are to be ap- 
plied to the rates or the rate practices 
involved? Is the agency simply to consider 
whether they are lawful under the standards 
of the regulatory statute? Should the agency 
consider whether they are lawful under the 
antitrust laws? If the agency does apply 
antitrust standards do those standards have 
any independent relevance or are they merely 
applicable to the extent that it can be deter- 
mined that they are incorporated in the 
standards of the regulatory statute? 

The judicial decisions do not throw much 
light on these questions. This brings me, 
however, to the last case on which [ shall 
comment which is a proceeding now pend- 
ing before the Interstate Commerce Com- 
mission in an early stage of the administra- 
tive process, a report and proposed order 
having been handed down by an examiner 
on August 5, 1960. This is not a referral 
case since the proceeding originated before 
the commission. The nature of the case was 
such, however, that the opinion of the ex- 
aminer seems to me to have a bearing on 
the questions that I have just raised. 


N this proceeding, which is entitled 
Guaranteed Rates-Sault Ste. Marie, Ont., 


to Chicago, Ill., I&S Docket No. 7151, a 
group of railroads filed a reduced com- 
modity rate on steel and wrought-iron pipe 
or tubing which applied only if during a 
designated period the shipper shipped 90 
per cent of his tonnage of the commodity 
over the lines of the participating railroads. 

The rate was protested by water and 
motor carriers on the ground that it was 
in violation of the provisions of the Inter- 
state Commerce Act and that it was also 
a violation of the Sherman Act. In his re- 
port, the examiner held that the proposed 
rates would be unjustly discriminatory in 
violation of § 2 of the Interstate Commerce 
Act, and unduly preferential and prejudicial 
in violation of § 3(1) of the statute and of 
§ 1 of the Elkins Act. This holding, stand- 
ing alone, was enough to dispose of the 
case. 

The examiner, however, also proceeded 
to consider the Sherman Act questions and 
held that the arrangement embodied in the 
tariff provision was a violation of §§ 1 and 
2 of the Sherman Act whether made by a 
group of railroads in concert or by a single 
railroad acting alone. The examiner reached 
this result by regarding the tariff provision 
as analogous to the kind of tying arrange- 
ment that was held unlawful in Northern 
R. Co. v. United States, 356 US 1. This 
conclusion raises interesting questions under 
the antitrust laws which I shall not pause 
to consider because I should like to devote 
the balance of my comments to the ex- 
aminer’s views on the relevance of the anti- 
trust laws. 


r explaining why he thought it proper to 
consider antitrust questions the examiner 
said: “. . . practices which are inconsistent 
with the antitrust laws may ipso facto con- 
stitute unfair or destructive competitive 
practices within the reach of the National 
Transportation Policy.”25 No doubt some 
practices that violate the antitrust laws may 
also be unfair or destructive practices with- 
in the meaning of the words used in the 
National Transportation Policy.4® But the 
question is whether in that case the prac- 
tices are unfair or destructive simply be- 
cause they violate the antitrust laws or rather 
because they fail to meet independent 
standards which are derived from the Inter- 
state Commerce Act itself. The words “ipso 
facto” in the examiner’s statement suggest 
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the view that any rate practice which vio- 
lates the antitrust laws is for that reason 
alone an unfair or destructive competitive 
practice within the meaning of the Inter- 
state Commerce Act. 


| rer something of this kind was in the 
examiner’s mind seems to be indicated 
by a somewhat broader statement made in 
a subsequent section of the opinion in which 
he discusses the application of § 5a of the 
Interstate Commerce Act to the rate prac- 
tices in issue. You will recall that § 5a au- 
thorizes the commission to approve rate con- 
ference agreements, subject to certain con- 
ditions, if it finds that they will be “in 
furtherance of the National Transportation 
Policy.” 

The section further provides that par- 
ties to any approved agreement are re- 
lieved from the operation of the antitrust 
laws with respect to the making of the agree- 
ment and with respect to any activity car- 
ried on in conformity with its provisions. 
The examiner appears to have concluded, 
without regard to questions arising under 
the antitrust laws, that actions taken in the 
establishment of rates and practices which 
constitute unfair or destructive competitive 
practices within the meaning of the National 
Transportation Policy “are never at any 
stage within the shelter of § 5a.” 

The examiner then proceeded to consider 
the question of the relationship between the 
standards of the Sherman Act and the mean- 
ing of the words “unfair or destructive 
competitive practices” in the declaration of 
the National Transportation Policy. On this 
point he said: “Rates or practices relating 
thereto which, aside from the concert of 
action in evolving them, are unlawful by 
Sherman Act standards also constitute un- 
fair or destructive competitive practices.”?” 


ou will note that the examiner qualified 
this conclusion by recognizing that if 
carriers in initiating rates act in conformity 
with approved § 5a agreements they are at 
least immune from the general rule that any 
agreement on prices among competitors is 
unlawful per se under the Sherman Act. But 
apart from this qualification the examiner’s 
conclusion seems to presuppose that Con- 
gress intended that all of the legal principles 
developed under the antitrust laws for ap- 


NOVEMBER 10, 1960 


plication to pricing practices in free markets 
where prices are established by competition 
should also be applied in a public utility field 
where prices are closely regulated by public 
authority. 

This is a general proposition that seems 
to me to raise difficult problems and one 
that if accepted might have consequences 
that I find difficult to measure.!® The prob- 
lems and the consequences would, of course, 
differ in different regulated industries; the 
degree of rate regulation differs under differ- 
ent federal regulatory statutes and there are 
substantial differences in the economic char- 
acteristics of prices or rates in the different 
regulated industries. Any attempt to discuss 
or even to suggest the nature of the prob- 
lems and consequences that might follow 
from this general proposition, even in the 
railroad industry alone, would extend this 
paper beyond permissible limits. 


I] SHOULD, however, like to make one com- 
ment that has to do with the possible 
significance of this conclusion to the concept 
of primary jurisdiction and to its applica- 
tion in court proceedings under the antitrust 
laws in which rate practices are attacked as 
alleged restraints of trade. If in an antitrust 
case the charge of illegality is based solely 
on the ground that the rate practice was es- 
tablished by competing carriers in concert, 
there are clearly reasons for referring to 
the commission the question whether the 
concerted action was taken in conformity 
with the provisions of an approved § 5a 
agreement. But let us assume that in an 
antitrust case a rate practice is attacked on 
grounds that go beyond mere concert among 
the carriers. This situation would arise if a 
rate practice should be attacked on the 
ground that it was a tying arrangement or 
an attempt to monopolize; conceivably it 
might arise if the attack were made on the 
ground that illegality under the antitrust 
laws arose not merely from the bare fact 
of concert but because of a particularly in- 
vidious type of concert; e.g., a conspiracy 
to drive a particular competitor out of busi- 
ness or a conspiracy to monopolize. 

In such situations the conclusion of the 
examiner seems to indicate that the decision 
of the antitrust question would be decisive 
of all questions that might arise under the 
Interstate Commerce Act. If that is so what 
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reason is there for courts referring any 
issue to the commission? Whether the prob- 
lem is looked at in terms of the expertise of 
the regulatory agency or in terms of the 
desirability of uniformity in decision it could 
be argued that there is little justification 
for referring purely antitrust questions to 
an administrative agency. 


ge ago Francis Bacon, in objecting to 
the administration of law and equity by 
a single court, said:!® 


If there be a mixture of jurisdictions, 
the distinction of cases will not be re- 
tained but discretion will in the end super- 
sede the law. 


e 


Whatever difficulties may arise when 
jurisdictions are mixed — and in the 
case of law and equity we have at least 
learned to accept them—I am convinced that 
when jurisdictions are separate and when 
they must administer different and incon- 
sistent bodies of law under directions that 
are frequently neither specific, clear, nor 
complete we must be prepared to face for- 
midable doubts, difficulties, and uncertain- 
ties, in whose resolution judicial discretion 
will play a large part. I am confident that 
this morning I have resolved no uncertain- 
ties and allayed no doubts. I must leave 
you, as I began, with the view that in this 
field certainty is illusive and generalizations 
are suspect. 
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Growth without Inflation 
By JAMES F. OATES, Jr* 


ROWTH is a fact of life. It is, indeed, a 
Ls requirement of life. Children are ap- 
praised in terms of physical and mental 
development. Mature men and women soon 
realize that the brain is a muscle and must 
be exercised so that it may grow in per- 
ception and power. All of humanity has 
been enjoined by the Divine Being to grow 
in spiritual motivation, in comprehension of 
brotherly love (and oh—how much this is 
needed), and in the service of the Kingdom 
of God. 

We know in the busy streets of daily life 
that all living organisms must either grow 
or slowly perish. This is particularly true 
of the secular institutions conceived and 
built by man; such as the state, and the 
business corporation. 

In this shrinking world of instant com- 
munication and easy access, people are mul- 
tiplying rapidly and they know more about 
how to live and how to kill than ever ‘be- 
fore. In this setting the monolith Russia has 
raised on high the ugly and age-old challenge 
of materialism, the flaming faith in the dic- 
tatorship of the proletariat, and the pas- 
sionate declaration of war (cold and hot) 
against the dignity and sanctity of the in- 
dividual man. 

If we are to succeed in meeting this chal- 
lenge, we must, of course, be strong; strong 
in faith, courage, and determination, as well 
as in the full range of military and eco- 
nomic power. 

Today I invite your attention to an in- 
dispensable ingredient of power; namely, 
growth — economic growth — and as to 
what measures should be taken by our na- 


* President, The Equitable Life Assurance Soci- 
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tion to assure the continuation of such 
growth. 

Some of the proposals offered for ac- 
celerating our growth rate, demand with 
vigor and considerable persuasiveness an en- 
larged role for the federal government. 
Many who oppose this view think that such 
expansion would lead to an obnoxious in- 
crease in the federal government’s direction 
and control over our way of life and thus 
threaten the very existence of individual 
freedom. The attendant controversy has 
divided our people, has stirred them to 
heated political debate, and has called for 
a basic re-examination of our deepest con- 
victions and attitudes with respect to the 
role of government in a free enterprise sys- 
tem. 

The controversy over how to achieve a 
faster growth rate is timely, real, and im- 
portant. It is one which we should all take 
seriously—for the solution we choose may 
well be one of the most critical decisions 
we shall ever be called upon to make in our 
lifetime. But in seeking a solution, let us 
remember that growth is a means to an end 
and not the end itself. Economic opportunity 
for all, the dignity and rights of a free 
man, the enlargement and enoblement of an 
individual’s life purpose—these are the real 
goals to be sought by society. These are, 
therefore, the true objectives of economic 
growth. We cannot destroy such objectives 
in the name of achieving economic growth. 


S we review the record of these recent 
decades there is a noticeable drift to- 
ward a larger and larger government with an 
ever broadening scope of operations. Party 
platforms and speeches by the presidential 
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candidates seem to indicate at the very least, 
that the drift is going to continue. Such a 
drift makes more acute the necessity for 
reappraising what the role of government 
should be in an economy such as ours. We 
must not, in my opinion, so change the role 
of government as to jeopardize our basic 
strength. 

Before we alter too much or discard the 
system we have, let us note first that the 
United States of America today has the 
highest standard of living of any country in 
the world. Let us note second that no other 
country can match ours in the broad dif- 
fusion of its living standard to so high a 
percentage of its populace. And let us note 
third that our present and past record of 
outstanding productive achievement—on a 
scale not even closely approximated by any 
other country—was made with an economy 
that was relatively free of government plan- 
ning and dominance. All this was attained 
with a measure of individual economic free- 
dom unmatched anywhere on this globe. This 
we should never forget. 

Nevertheless, it is only realistic to expect 
some increase soon in governmental expendi- 
tures on the federal level, in response to 
the demands of those who insist that growth 
should be stimulated by expanding public 
spending. That being the case, thoughtful 
leadership must insist that such spending 
should be directed into channels that stimu- 
late increased growth; and that those non- 
essential federal expenditures that are not 
conducive to growth, should be avoided and 
eliminated. 


bev then, raises the question as to what 
expenditures are conducive to growth; 
what causes growth to happen. The answer 
depends upon a lot of things but mainly 
upon how best to develop and utilize the na- 
tion’s human, natural, and man-made re- 
sources. In these terms the key to growth is 
how will we plan our investments for the fu- 
ture, since economic growth and progress de- 
pend primarily upon such investments. The 
higher the growth rate that is sought, the 
higher the quality and the greater the amount 
of investment is correspondingly needed. 
When it is said that to accelerate growth 
we need increased investment, a broad defi- 
nition of investment is presupposed. There 
should be included first what is usually in- 


cluded in investment—and that is, capital 
spending for tangible new, modernized, and 
expanded plant and equipment. Second, there 
are expenditures for intangible services 
which are just as surely an investment in the 
future as are expenditures for plant and 
equipment. Here, we are thinking primarily 
about investing in education and in research 
and development. 

My concern is not only with increasing the 
amount of investment but also with enhanc- 
ing the form of it. To raise productivity our 
emphasis should be on promoting investment 
of the kind which embodies technological and 
organizational advances. When such a policy 
is followed in the acquisition of new capital 
goods and is complemented with investment 
in both education and in research and devel- 
opment, a firm basis for accelerating eco- 
nomic growth will have been established. 


HESE investments in intangibles are par- 

ticularly important in this day and age. 
The world is undergoing a series of rapid 
and marked changes. The emergence of new 
nations in Africa and Asia, the forming of 
new economic groups in Western Europe, 
the rising Communist menace throughout the 
world, all attest to the fact that these chang- 
ing times are demanding some change in our 
attitudes and actions so that we may better 
organize and gird ourselves to cope with cur- 
rent and potential circumstances. 

As has heretofore been suggested, the 
Communist threat particularly demands that 
we will and intelligently use all of our re- 
sources and potential. At this juncture of the 
Cold War, it is both criminal and foolhardy 
to waste our man-power resources by not 
affording sufficient opportunities for capable 
and bright young people who desire to go 
to college or vocational school but find them- 
selves financially unable to do so. We cannot 
afford to let talented young people waste 
their lives at inferior jobs just because they 
were financially unable to develop their tal- 
ents to the full. Neither can we afford to 
waste the talents of our Negro citizens by 
denying them equal education and job op- 
portunities. 

Increased public spending is not necessar- 
ily the right or only approach to this prob- 
lem. Nor, I dare say, is lasting insistence and 
reliance on solely private aid and effort. Our 
imaginations cannot be so short that we shall 
fail to develop some varied organizational 
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device or instrumentality for blending pri- 
vate and public action toward the common 
good. If this means some increase in public 
spending for educational opportunities and 
facilities as a long-term investment, then so 
be it. But this does not mean necessarily that 
the increased spending must be at the federal 
level. Federal spending should be limited not 
only to those functions which have a true na- 
tional character but limited to those that can- 
not be performed efficiently or economically 
by private enterprise or by state and local 
governments. 

While it is important to increase spending 
in areas which are conducive to growth, it 
is in some ways more important to eliminate 
nonessential spending in areas which are not 
conducive to growth. Particularly illustrative 
of the type of public spending that should 
be eliminated is the whole area of spending 
that wastes resources to serve the interests 
of minority pressure groups at the expense 
of the general welfare.. We simply cannot 
continue such profligacy. I have in mind here 
such wasteful spending by the federal gov- 
ernment as unjustifiable expenditures for 
farm subsidies and price supports and for 
excessive nonwar related veterans’ payments. 


Bux needed public services are being 
denied to the country because of such 
excesses. With fiscal resources strained, it is 
difficult, if not impossible, to obtain the con- 
tribution that useful new public services can 
make to growth, except through the elimina- 
tion of political wastes in existing services. 
In short, we cannot get the benefit of such 
contributions by ignoring wastes and trying, 
naively, to pay for new services through 
deficits and at the same time avoid inflation. 

As one concrete example, let us consider 
for a moment our federal agricultural pro- 
gram. Under this program we tax the gen- 
eral public for the benefit of a small minority 
who are engaged in farming. In many cases 
those farmers who need the least receive the 
most. The production of agricultural sur- 
pluses adds nothing to the general welfare 
and even subtracts from general well-being 
by wasting resources that might otherwise 
have been used constructively. 

Weat The Equitable like to think we know 
something about agriculture. The Equitable 
has been financing farmers for half a cen- 
tury. During all this long period we have 
maintained our enthusiasm for farmers and 
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for agriculture as a desirable area for safe 
long-term investment. 

Today The Equitable has over $400 mil- 
lion invested in mortgages secured by farm 
real estate and is actively seeking more. We 
reject emphatically the notion that agricul- 
ture is an ailing industry that requires con- 
tinuing federal subsidies for its survival. 
Quite the contrary is true. American agricul- 
ture is by far the most efficient and progres- 
sive in the world. What it needs is to be freed 
of shackles imposed by a benevolent govern- 
ment and to be permitted to operate to its 
full capacity in a free market. 


RuSSIAN agricultural worker produces 
only a subsistence diet for six other 
Russians. In contrast, each American farm 
worker produces food and fiber sufficient for 
twenty-five other Americans. Tremendous 
surpluses are piled up in government ware- 
houses. The cost of storage for surplus wheat 
alone amounts to over $1 million a day. We 
cannot even get rid of our surpluses by giv- 
ing them away without upsetting the domestic 
economies of our friends and allies. 

To better understand the farm problem it 
is necessary to examine its parts. We have 
about 4.5 million farm families living on the 
land. About a million of them are on farms 
that are too small and too ill-equipped for 
successful competition under modern tech- 
nology. Another million are also on small and 
inefficient farms but this group has the ad- 
vantage of some outside employment on a 
part-time basis. The remaining 2.5 million 
families represent America’s solid, efficient, 
modern agriculture. This group together with 
about 100,000 highly efficient corporate farms 
produce and market 90 per cent of the total 
commercial output of crop and animal prod- 
ucts. The first million families mentioned 
are the hard core of the farm problem. They 
are in fact pretty much a relief problem. 
Why not face it? They have been sidetracked 
by a technological revolution—a revolution 
consisting of large-scale power machinery, 
improved seeds, fertilizers, insecticides, ani- 
mal nutrition, and irrigation. 

This million farm families cannot be 
aided by a federal storage and price sup- 
port program because they produce too 
little to store and too little to sell at the sup- 
ported prices. The 2.5 million successful 
farmers and the corporations that least need 
federal help get the lion’s share of the ap- 
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propriations. And worse still these success- 
ful farmers are prevented from achieving 
maximum efficiency by acreage restrictions, 
marketing quotas, and other bureaucratic 
regulations. 

The percentage of the population em- 
ployed in farming has been declining in this 
country ever since the time of the pilgrims. 
The trend continues to this very day. Every 
census of Agriculture shows fewer but larger 
family farms. Our national policy should try 
to accelerate this trend, not to retard or to re- 
verse it. The fact is that under present tech- 
nology we still have too many resources of 
land, labor, and capital devoted to agricul- 
ture, devoted wastefully to the production of 
crops for which there is no market—yes, and 
for which there is not even adequate storage 
space. 

Here is a program of federal spending 
that needs complete reorientation. By train- 
ing and encouraging farm people to accept 
nonfarm jobs a sizable reservoir of man 
power can be tapped for useful growth else- 
where in the economy. 

Four-fifths of all agricultural income is 
from unsupported and unregulated produc- 
tion and in these areas there are relatively 
few problems. Only in the so-called basic 
commodities do we have government inter- 
ference and surplus problems. The dead 
weight of government surpluses that over- 
hangs the market must be removed so as to 
restore flexibility of prices. 


r is not recommended that the farm pro- 
gram should be abolished in one fell 
swoop. Rather, I would recommend that 
price supports be retained during a transition 
period but geared to market prices in recent 
years rather than to an antiquated 1910-14 
parity concept. They should serve as stop- 
loss floors, not as profit incentives. All ef- 
forts to control production through quotas 
or acreage restrictions should be eliminated. 
Reasonable limits should be placed on the 
amount any one farmer or corporation may 
receive from the government. The small 
farmer should be helped to increase the size 
of his operations or should be given voca- 
tional guidance to help secure off-farm em- 
ployment. Finally, the soil conservation re- 
serve might well be expanded temporarily 
until our production and market require- 
ments can be brought voluntarily into proper 
balance. 


It is my contention that any increase in 
federal spending deemed necessary to ac- 
celerate the growth rate can be more than 
offset by decreases in federal spending of the 
wasteful types referred to. In the alterna- 
tive, savings resulting from elimination of 
waste could be used to reduce taxes. Elimi- 
nation of farm subsidies alone would enable 
us to reduce, for example, all rates in the 
individual income tax structure by as much 
as 12 per cent or more, or to use these same 
savings in a positive and useful way. 


HERE are many additional ways in which 

the government can take the lead in pro- 
viding a climate conducive to economic 
growth. Drags on growth in our economy are 
numerous and include in addition to farm 
price supports, tariffs, import quotas, arbi- 
trary interest rate ceilings, barriers to the 
mobility of labor and capital, administered 
prices, and featherbedding. All these hamper 
our economic freedom and interfere with eco- 
nomic pursuits that stimulate growth. 

Our present tax structure is, in my opin- 
ion, a major drag on growth. Corporate and 
personal tax rates are much too high. A more 
flexible and realistic depreciation policy is 
needed and measures must be taken to en- 
courage the accumulation of the savings nec- 
essary to increased investment in capital 
goods, education, and research. 

By changing our tax policy we can increase 
the rate of saving and the rate of capital 
formation for growth. When we get around 
to tax reductions I would suggest giving the 
reduction of the 52 per cent corporate rate 
high priority rating. This would strengthen 
incentives, and much of the tax saving would 
go into capital formation largely through re- 
investment. 


N a communistic society, the savings nec- 
essary for investment and growth are 
forced savings—forced both in a literal sense 
and also through arbitrary curtailment of the 
production of goods available for private 
consumption. In a free society, investment 
and growth depend upon voluntary savings— 
savings accumulated because the consumer 
has, of his own volition, decided not to spend 
some of his money. To form and accumulate 
the large sums of capital for our economic 
development, we need savings—large sav- 
ings; we need savings institutions, and we 
need to have the means to lend and to bor- 
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row money in order to transfer these savings 
into long-term and productive enterprise. 

Debt, the borrowing of money evidenced 
by bonds, notes, or dollar obligations, has 
always been and always will be a vital financ- 
ing tool and therefore an essential and im- 
portant feature of our economic growth. Our 
present standard of living and our general 
economic development never could have been 
achieved without debt financing; that is, the 
borrowing of money, and the sale of bonds 
and notes. 

And I might add that the profits of the 
entrepreneur invested in equity capital could 
never have been realized, certainly to the 
degree that has happened in America, if it 
had not been for the leverage provided by 
the substantial part of the capitalization rep- 
resented by evidences of debt. 


HERE is no future for our country as a 

free society without long-term invest- 
ment made possible by individual thrift, 
sound fixed debt obligations, efficient savings 
institutions, and confidence in the dollar. I 
am proud to say that the life insurance com- 
panies are excellent thrift institutions. They 
provide protection and security for Amer- 
ican families. And they are growth-oriented 
in the sense that they help to encourage, ac- 
cumulate, and channel individual savings into 
productive investment and thereby aid in 
America’s growth. I am also proud of the 
fact that The Equitable is one of the indus- 
try’s leaders in size, in its efforts to encour- 
age individual savings, and in its direction of 
these savings into productive enterprise 
throughout the land. 

The success of our free enterprise system 
depends upon continuing growth while at 
the same time maintaining a reasonably stable 
price level. The maintenance of price stability 
is essential, otherwise economic growth will 
not be sound and consequently will be both 
irregular and not long sustained. 


INFIELD RIEFLER, formerly assistant to 
the chairman of the Federal Reserve 
Board, recently has said: 


Inflation is the enemy of growth, par- 
ticularly when there is public expectation 
that the purchasing power of money will 
continue to decline. Inflation impairs 
growth: 


1. Because it increases instability—high 
level of activity cannot be sustained for 
long when inflation is expected to prevail; 

2. Because it fosters the misallocation 
of capital and impairs the quality of the 
managerial and investment decisions on 
which growth is based; 

3. Because it distorts the saving-invest- 
ment process and encourages overspecula- 
tion; and 

4. Because it undermines the country’s 
position in international trade. 


We also reject the contention that inflation 
is necessary to stimulate growth. Investment 
is the key to growth—investment within a 
framework of sound fiscal and monetary pol- 
icy. We certainly are in a sorry state if it 
is generally believed that it is safer to specu- 
ulate than to save! We believe the federal 
budget should be balanced over the business 
cycle; the independence of the Federal Re- 
serve Board should not be impaired, interest 
rates should be permitted to fluctuate freely, 
and the Treasury Department should be 
given a free hand in the management of the 
public debt. 


ow to summarize briefly. The points 
I have tried to establish are the fol- 
lowing: 

1. Economic growth is a key issue of our 
time. 

2. We witness a great debate as to whether 
free enterprise or the federal government can 
best stimulate growth. 

3. The choice we make will determine 
whether our way of life as we have known 
it will continue or whether it is to be replaced 
by one of more governmental direction and 
control. 

As responsible citizens our policy should 
be to urge that federal spending be directed 
into growth-oriented channels and that non- 
growth expenditures such as for agricul- 
ture, veterans, and other subsidies be abol- 
ished or substantially curtailed. Especially 
needed is a reorientation of federal tax pol- 
icy to encourage savings and investment. If 
we aggressively eliminate roadblocks and 
create a favorable business climate, our free 
enterprise system will continue to produce 
growth. Over the years it has served us well. 
Let us make certain that we know where we 
are going before casting it aside. 
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Economic Outlook 
By FRED C. SCRIBNER, Jr.* 


W: meet today with less drive behind 
inflationary pressures than at any time 
in the last twenty years. The American 
economy is now functioning without the 
artificial stimulus of inflationary expecta- 
tions. The quieting of these expectations 
dates almost precisely from the President’s 
State of the Union Message in January 
when he confirmed the prospects for a sur- 
plus for fiscal 1960 and presented a budget 
with a projected $4.2 billion surplus for 
fiscal 1961. 

Businessmen are now justified in making 
plans and calculating costs on the basis of a 
stable dollar rather than on the false illusion 
of inflation-engendered profits. This is pre- 
cisely what is required if we are to achieve 
in this nation a long period of healthy non- 
inflationary growth. 

For the first time in twenty years the 
economy is moving along that desirable 
middle ground which avoids inflation on the 
one hand and deflation on the other. If the 
American people had not accepted the dis- 
ciplines required for the maintenance of 
sound money, the situation today, in my 
judgment, would be far different. Infla- 
tionary psychology would probably have 
spread, the healthy advance in economic 
activity could have been converted into un- 
sustainable upsurge based on speculation, 
and the international position of the dollar 
would have been weakened. 

The lesson of this experience is not that 
we have won a final victory in the battle 
against inflation. The maintenance of finan- 
cial integrity is not an on-again off-again 
task; it requires the utmost diligence at all 
times. Complacency is our number one 
enemy in the battle for sound money. 


ape to many of our citizens, fiscal 
and monetary policies seem complicated 
and remote, none of us can too frequently 
call attention to the time-tested government 
financial policies necessary to help promote 
sound money, job opportunities, and to pro- 
vide the basis for a healthy and sustainable 
economic growth. 

*Under Secretary of the Treasury, Washing- 
ton, D. C. 


At the very minimum, during a period of 
strong business activity such as now exists, 
we must achieve a moderate surplus in the 
federal budget. Sensible economics justifies 
this type of policy to help dampen those 
pressures which, through inflation, would 
destroy the value of people’s savings and the 
stability of our money. During periods of 
strong business activity when spending by 
consumers, businesses, and state and local 
governments is substantial, the federal gov- 
ernment can help to keep spending from 
outrunning productive capacity by restraint 
in its own fiscal activities. In times of good 
business, spending by the federal govern- 
ment should be matched by taxes with a 
margin left over, a surplus to be applied to 
debt retirement. 


—— to maintain fiscal dis- 
cipliné is consistent with and vital to 
this country’s determination to meet our 
domestic and international responsibilities. 
Such a determination is a recognition of the 
fact that in meeting those responsibilities— 
whether they consist of national defense, of 
desirable domestic programs, or assistance 
to the developing nations of the Free World 
—we must do so in a way that will not im- 
pair the functioning of our free enterprise 
economy. And we must be ever mindful of 
the fact that this nation’s greatness has re- 
sulted, not from the operation of a paternal- 
istic government that seeks every opportu- 
nity to broaden its activities, but from giving 
maximum free play to individual initiative. 

In addition, if we maintain fiscal discipline 
we shall be in much better position to counter 
effectively fluctations in business activity that 
sometimes can occur in a free enterprise 
society. 

Monetary discipline is the second indis- 
pensable pillar of financial integrity. To the 
individual, more money means a greater 
ability to buy the things he wants and needs 
for better living. But to the economy as a 
whole, more money in circulation does not 
necessarily mean that everybody will be bet- 
ter off. If the additional money is not 
matched by more goods and services avail- 
able to be purchased, the inevitable result is 
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higher prices. And, as prices rise, more and 
more people with relatively fixed incomes, 
or who live on past savings, find it difficult 
to purchase the bare necessities of life. 
Monetary discipline, then, requires con- 
scious government policies which tend to 
prevent money from being too freely avail- 
able at one time, too restricted at another. 


HE vigor of the business upturn in mid- 

1958 threatened to push economic ac- 
tivity rapidly ahead at an unsustainable pace. 
Credit demands multiplied as businesses and 
consumers borrowed heavily to support 
spending. Under these circumstances, growth 
in the money supply had to be restrained; 
otherwise, spending would have tended to 
rise much more rapidly, excessive specula- 
tion could have been stimulated, and the 
chances of a sharp cutback to lower levels of 
activity would have been greatly increased. 
In short, monetary discipline was essential, 
and it was achieved through the courageous 
and timely actions of the Federal Reserve 
authorities, who are charged by Congress 
with the responsibility for monetary man- 
agement. 

What we do as a government—the policies 
we pursue—affects not only the American 
people but all the people of the Free World. 
Since the second World War we have be- 
come, in effect, one of the world’s major 
bankers. We are in this international finan- 
cial position, not as a matter of deliberate 
choice, but as a consequence of the course 
of world development. 

The dollar has become the principal re- 
serve currency for many friendly nations 
abroad. It supplements gold as a basic mone- 
tary reserve. It is a currency in which other 
nations of the Free World have confidence. 
This confidence has been earned over a 
period of many years. 


A strong dollar can perform the function 
of a reserve currency; a weak dollar cannot. 
We will retain confidence, if we continue to 
follow the time-tested and wise governmental 
financial policies that have proved their 
worth over so many years. We can lose this 
confidence if, because of an unwillingness 
to face up to the economic facts of life, we 
permit inflation to undermine the real value 
of the United States dollar. 

Inflation, therefore, can be a thief at 
home; it can undermine our position of 
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world leadership and hamper the entire Free 
World in its struggle against Communism. 


Tax Matters 


KF the 1960’s we need not only a stable 
currency but also a tax climate which 
will encourage our people to save and to 
make their savings available to assist in 
meeting plant and equipment requirements 
both at home and abroad. In the current 
fiscal year, it is estimated that the federal 
government will collect from individuals and 
businesses $99.3 billion. Total federal taxes 
are equivalent to about one-fifth of the gross 
national product of our economy or one- 
quarter of national income. The bulk of this 
sum represents sums collected to pay for the 
1961 budgeted expenditures voted by the 
Congress. The balance consists of taxes col- 
lected to maintain the trust funds, through 
which the social security and highway con- 
struction programs are financed. 

In our concern with the mounting fed- 
eral tax burden we must not overlook de- 
velopments on the state and municipal levels. 
Tax revenues of the fifty state governments 
hit a record high of $18 billion in fiscal 1960, 
up 14 per cent from taxes collected in the 
previous year. Taxes collected by the states 
have doubled since 1951. Local taxes were 
also at an all-time high last year, totaling 
nearly $18.5 billion. While totals here seem 
small compared to federal collections, the 
annual rate of increase is substantial and 
steady. 

The existing tax burden is extremely 
heavy. Nevertheless, the possibility of relief 
through any general tax reduction must be 
carefully weighed in the light of expendi- 
tures approved by the Congress, the level 
of our national debt, and the effects of the 
government’s financial policies upon eco- 
nomic activity and upon the value of the 
dollar. Financial discipline in limiting spend- 
ing and fiscal responsibility in maintaining 
revenues, while often irksome and unpopu- 
lar, are necessary to serve the broad public 
interest. 

It is a truism to say that our federal 
tax structure is like Topsy — “It just 
growed.” Time after time a new tax has 
been imposed or an existing tax increased 
to meet the demands for additional revenue 
which were then presented to the Congress. 
Many of our taxes imposed as war meas- 
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ures or intended to be in effect for a 
limited time are still in existence. 

In the early days of our federal income 
tax, the major, if not the entire, interest 
of those drafting and submitting such leg- 
islation was directed to obtaining the neces- 
sary funds through legislation which would 
be certain and simple, would impose the 
taxes with fairness to all, and in a manner 
which would permit its collection with a 
minimum expenditure of funds. Tax rates 
were low and the total federal tax take was 
such a small portion of the gross national 
product, that only the most limited atten- 
tion was required to be given to the ques- 
tion of whether or not a particular tax 
would in some way impede the expansion 
of our economy through discouraging the 
accumulation of savings and the investment 
of such savings in areas which would make 
them available to finance the expansion of 
our industrial plant. 

Today we have quite a different approach 
to tax legislation. No change in the tax 
law is considered without major attention 
being given to the question of whether or 
not it will aid and assist in strengthening 
and expanding our economic system. 

The elimination of a tax or the reduction 
of a tax rate by allowing individuals and 
businesses to retain more of their earnings 
is, in my judgment, the most effective con- 
tribution which we can make to this basic 
objective. 


HE 1954 code, in addition to making 

many major and necessary changes 
which altered the impact of the federal tax 
burden, did provide for major reductions 
totaling $7.4 billion annually in the total 
federal income tax collected from American 
taxpayers. 

Some have forgotten the magnitude of 
the relief which the 1954 changes brought 
about. Structural changes in the code re- 
duced taxes annually in the amount of $1.4 
billion. Elimination of the excess profits tax 
reduced the nation’s annual tax burden by 
$2 billion. Reductions in excise taxes ac- 
counted for $1 billion and reductions in in- 
dividual income tax rates $3 billion. 

The major benefit of the ’54 reductions 
went to individuals. In addition to the cut 
of $3 billion in individual taxes flowing 
from rate reductions, individuals shared to 


a substantial extent in the savings from the 
excise tax reductions and in the benefits 
provided by the structural changes in the 
system. Each tax change which allows an 
individual to retain more of his earnings 
makes the individual a potential investor 
and a source of funds, particularly for 
equity financing. 

The structural changes made in the ’54 
code, and in subsequent years, have made 
the tax burden easier and fairer for many, 
and reduced tax barriers to long-term eco- 
nomic growth. 

While all of us have a most immedi- 
ate and personal interest in those tax 
changes which reduce our own tax burdens, 
all of you, because of your professional 
responsibilities, have, I am sure, an even 
greater interest in the changes made in 
1954 and subsequent years, which have con- 
tributed to the growth and increasing effi- 
ciency of American business. There are 
many of these, far more than most tax- 
payers and businessmen appreciate. Some 
of the most important include: (1) the 
granting to taxpayers the option to deduct 
research and experimental expenditures or 
to capitalize them and write them off in a 
period of not less than five years; (2) ex- 
tending the period for carry-back of losses, 
thereby providing, in combination with the 
five-year carry-forward, a total span of eight 
years for absorbing a loss; (3) liberalized 
the provisions permitting the accumulation 
of surplus. 


Depreciation 


ANY believe that the major contribu- 
tion made to the nation’s economy 
by the 1954 code was in the liberalized treat- 
ment of depreciation. Liberalized deprecia- 
tion has the unique advantage of providing 
its benefits to those who invest in the pro- 
ductive plant and equipment of the nation 
which is the keystone of our economic 
strength. 

The number of western countries which 
have liberalized depreciation allowances in 
the postwar period demonstrates the wide- 
spread recognition of the key role of tax 
depreciation in a free enterprise economy. 
Many of these countries have shown great 
ingenuity, as well as a disposition to ex- 
periment with this form of tax legislation. 
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Under the system of taxation applicable 
to our British friends, there appears to be 
much less controversy over depreciation or 
capital allowance than exists in the United 
States. Under English law a_ balancing 
charge is imposed or allowed, as required, 
in the year of disposition of an asset. This 
brings back into income any profit on sale, 
up to original purchase price, or gives an 
additional deduction for previously unde- 
preciated cost. Thus depreciation becomes 
a matter of timing. 

Over and above the regular depreciation, 
English tax law allows initial and invest- 
ment allowances on certain classes of new 
investment. An investment allowance is giv- 
en over and above the original cost which 
can be recovered in full irrespective of the 
investment allowance. 


MONG the combined allowances estab- 
lished in England’ in 1959 and un- 
changed in the budget of April, 1960, is an 
investment allowance of 20 per cent, plus 
an initial allowance of 10 per cent on new 
machinery and plant. For machinery re- 
ceiving an ordinary 12} per cent rate, this 
gives a total allowance in the year of ac- 
quisition of over 40 per cent. 

The notable things about English depre- 
ciation are the large allowances in the year 
of acquisition and the use of broad cate- 
gories of depreciable property. 

The example of foreign countries must 
necessarily be kept before us. Basically, 
however, our depreciation system should be 
determined by what is best for this country 
and under our own conditions and circum- 
stances. 

The 1954 code for the first time author- 
ized use of the double declining balance 
method of depreciation, with the alternative 
of the sum-of-the-years-digits method. This 
permitted greater deductions in the early 
years of service life and resulted in a tim- 
ing of allowances more in accord with the 
realities of modern industry. As compared 
with the more rigid straight-line approach, 
the new liberalized methods permit the tax- 
free recovery of about half the cost of an 
asset during the first third of its service 
life and about two-thirds of the cost over 
the first half of the life. These more liberal 
depreciation patterns have neutralized to 
some extent the deterrent effect of taxes 
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and one is justified in concluding that a 
part, perhaps a considerable part, of the 
modernization and expansion of productive 
capacity in the last several years is due to 
these more liberalized methods of determin- 
ing depreciation. 


N the area of administrative policy, the 

Treasury in the last several years has 
also made changes which give recognition 
to the fact that in many industries today 
technological improvements and rapid eco- 
nomic changes have magnified the impor- 
tance of obsolescence in determining depre- 
ciation rates. The issuance of Revenue Rul- 
ings 90 and 91 in 1953, the substance of 
which was embodied in the 1956 regulations 
under §167, laid down clear new ground 
rules for administrative policy. Under this 
new policy the Internal Revenue Service 
will not disturb depreciation deductions un- 
less there is a clear and convincing basis 
for change. Revenue agents are instructed 
to consider carefully evidence presented by 
taxpayers with respect to obsolescence on 
a forward-looking basis, rather than in the 
static light of the past. 

Our efforts to secure greater flexibility in 
the estimate of service life and the application 
of the depreciation rules have encountered 
a serious stumbling block in the provisions 
of § 1231 of the code which provide capital 
gain treatment on the disposition of depre- 
ciable plant and equipment. It is now possi- 
ble to depreciate an item of equipment or 
machinery taking the amount of deprecia- 
tion as an ordinary deduction, thereafter 
dispose of the property for more than its 
depreciated value, and take the resulting 
gain as a capital gain. This effectively shifts 
corporate income from a 52 per cent bracket 
to a 25 per cent bracket. In certain areas 
major use is made of this method of shift- 
ing income. 


ARLIER this year the President recom- 
mended to the Congress legislation 
which would treat the income from the sale 
of depreciable property as ordinary income 
to the extent of the depreciation deduction 
previously taken on the property. Such leg- 
islation, if adopted, would make it possible 
for revenue agents to accept more readily 
business judgments as to the useful life 
of depreciable property. Faster depreciation, 
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in the absence of corrective change in the 
capital gain rules, would not only impair 
revenues but encourage wasteful and arti- 
ficial turnover of depreciable property with 
an eye to tax savings. 

The proposed legislation on capital gains 
would have made for both a better admin- 
istration of the existing law and a better 
climate in which to consider further legis- 
lation on the basic issue. I deem it un- 
fortunate that this legislation was not gen- 
erally supported and failed of passage. I 
am convinced that if it had become law 
it would have been possible in this year to 
have taken further administrative and pro- 
cedural steps which would have been of 
material assistance to business in the depre- 
ciation area. 


1. to the prospects for the future 
responsible action must take account 
of a great many factors on which neither 
the Treasury nor business has accurate or 
timely data. Mistakes could be very costly 
for all concerned. The dollar amounts in- 
volved are large. The most effective use 
must be made of available revenue margins. 
Taxpayers and government alike want to 
know the respective stakes of different 
groups. 

To obtain a better and more up-to-date 
factual basis for appraising the future di- 
rection of depreciation policy, the depart- 
ment has initiated a survey of the depre- 
ciation practices and opinions of business. 
I want to report to you briefly on this 
survey. 

Depreciation allowances “finance” a large 
part of business capital expenditures. Cor- 
porate depreciation is nearly twice the 
amount of retained corporate earnings at 
present levels. Both the adequacy of depre- 
ciation funds and their continuous flow into 
investment are important factors in keep- 
ing the economy moving forward on an even 
keel. 

Even a small change in the depreciation 
deduction item would have a large immed- 
late impact on the revenues. For 1960, the 
total depreciation of corporations, unincor- 
porated businesses, and farmers is about 
$30 billion and is constantly increasing with 
the expansion of the economy. A 10 per 
cent across-the-board increase in deprecia- 
tion deductions at present levels would, in 


the short run, reduce revenues by about 
$1.5 billion. 


B fine has been a large response to the 
new methods provided by the 1954 In- 
ternal Revenue Code and the additional 
first-year allowances under the Small Busi- 
ness Tax Revision Act. However, use of 
the available benefits has been less than 
100 per cent. We want to know more about 
the extent of adoption of the new methods 
and allowances and the reasons why some 
taxpayers still cling to the straight-line 
method. 

The survey got under way on July Sth 
with the mailing of statistical schedules and 
questionnaires to thousands of firms in all 
lines of industry. The Small Business Ad- 
ministration is co-operating to ensure cov- 
erage of smaller firms. Altogether about 
6,000 replies to the questionnaire are ex- 
pected, from firms accounting for nearly 
two-thirds of the corporate depreciation 
deductions. 

Although it is too soon to report in any 
detail on the results which we have ob- 
tained from the early returns, the response 
has been excellent. The large number of 
calls and written inquiries we have re- 
ceived indicates high interest on the part of 
business and an earnest desire to furnish 
accurate and unbiased information. 

The early returns show a great variety 
of depreciation practices and a wide variety 
of opinions about what should be done. The 
final results will be informative and valu- 
able. Some may prove surprising. 


NE important question is, would faster 
O depreciation materially affect invest- 
ment decisions? Some have answered that 
it would help by placing capital recovery 
ahead of tax payments, but many feel it 
would not because investment is determined 
primarily by business needs and technology. 

The responses to date generally indicate 
a willingness to conform book depreciation 
with tax depreciation as a condition for 
liberalization. The majority also indicate 
they are willing to forego capital gain treat- 
ment as a condition for liberalized depre- 
ciation allowances. 

This review of developments is not in- 
tended to imply any statement of Treasury 
position on future depreciation policy. The 
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basic decisions will be made after the facts 
are in and are analyzed. We hope to carry 
the work of tabulation and analysis for- 
ward so that they will be available for Con- 
gress and the Treasury early next year. 

The depreciation changes which have been 
made here since 1953 have made a sub- 
stantial contribution to the economy of the 
1950’s. We must now give careful thought 
to further changes in the depreciation pro- 
visions which will meet the new problems 
and challenges of the next decade. 


Tax Reduction 


fee nee within our tax structure to 
eliminate burdens on individuals and 
business, a tax and fiscal policy geared to 
provide strong restraints on inflationary 
pressures, and the prompt elimination of 
tax provisions found to provide relief to 
special groups or areas of business in ways 
not contemplated by the Congress when 
the legislation was adopted, must all have 
constant and first attention by those charged 
with the responsibility for the nation’s tax 
system. We must never lose sight of the 
fact, however, that an overall tax reduction 
benefiting all taxpayers is the ultimate goal 
of those struggling to control federal ex- 
penditures and federal employment, to main- 
tain a sound budget policy, and to bring 
about reduction in the federal debt. 

These goals must be achieved if we are 
to put the nation in a position which will 
permit a responsible proposal that the time 
has arrived for a broad-based tax cut. As 
our economy continues to expand and our 
tax receipts rise, we must exert every ef- 
fort to keep federal spending within rea- 
sonable limits. 

We will need something else on the fed- 
eral level in addition to economy, however, 
if we are soon to reach the point where a 
broad-based tax cut is practical. We must 
resist the many limited tax cuts proposed 
in ever-increasing numbers for special seg- 
ments of the American economy or for 
some particular taxpayer or group of tax- 
payers—individual or corporate. 


HE piecemeal reduction of excise taxes 
which has occurred since 1954 has re- 
duced our annual tax take by more than 


three-quarters of a billion dollars. It is re- 
ductions like these which move us away 
instead of toward the time when a general 
tax cut may be proposed. 

It is interesting to note that this reduc- 
tion in annual collections of more than 
three-quarters of a billion dollars is about 
equal to the amount of tax which would be 
lost if the top bracket in the individual in- 
come tax schedule was set at 50 per cent. 

We in the Treasury believe that except 
in the most unusual cases involving gross 
inequities, we can best work for compre- 
hensive tax reduction by vigorously oppos- 
ing special legislation which will give tax 
relief to only a few or only in limited 
situations. This is not an easy posture in 
which to be. It can only be effective if 
we have support of the taxpayers of the 
nation. We do need an understanding that 
we can best improve our tax system by 
resisting relatively small piecemeal cuts and 
bringing our fiscal picture into such shape 
that a tax cut program which will give 
general relief to individuals and corpora- 
tions and provide tax incentives to business 
can be supported and duly legislated. 

Neither in the Congress nor at the Treas- 
ury should we for a moment take our eyes 
from this ultimate goal. I am convinced 
that we can and will have a general tax cut 
if we can secure an understanding by the 
majority of our taxpayers and voters that 
such a tax cut will come only after we have 
determined to practice sound economy in 
operations and to resist special legislation 
which, by reducing the tax take, can only 
postpone the day on which a general tax 
cut becomes effective. 


| eames prospects throughout the 1960’s 
as a whole are most favorable, pro- 
viding only that we continue to conduct 
our fiscal affairs responsibly. 

If the American people understand the 
facts, I am certain the choice of the great 
majority will be to support sound budget 
policy, prudent government spending, a pro- 
gram of gradual debt reduction, and ulti- 
mately a tax cut benefiting all classes of 
taxpayers. 

Under this course, the 1960’s will see our 
nation rewarded with healthy, long-lasting, 
and sustainable growth. 
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ROCK RIVER GENERATING STATION 
WISCONSIN POWER AND LIGHT COMPANY 
150,000 kw—2 Units 


Power in 
Wisconsin... 


sconsin Power and Light Company serves the southern and 
al part of the Dairy State with a series of stations extending 
from the Mississippi River to Lake Michigan. Since 1930, 
Sargent & Lundy has served as consulting engineers 

for 520,000 kw of capacity for this company’s progressive 
program. The latest plant in the system is Nelson E. Dewey 
Station, located in Cassville on the Mississippi River, where 
a 100,000 kw unit was placed in service in 1959 

and a 100,000 kw addition is now under construction. 


FULL COLOR BROCHURE out- 
lining the scope of Sargent & Lundy 
services will be sent on request. 


SARGENT & LUNDY 
ENGINEERS 


140 SOUTH DEARBORN STREET, CHICAGO 3, ILLINOIS 








AN INFORMATIONAL PROGRAM FOR UTILITY EMPLOMEE: 


The P.U.R. Guide 


®> A new and different approach to the educational needs of utility employees — calle 
THE P.U.R. GUIDE—is now widely in use throughout the industry. Somewhat descriptivel 
the GUIDE is referred to as “a journey of understanding.” It takes the user through tl 
economics of public utilities and through many other non-technical phases of utility 0; 
eration. It was organized by and is issued under the general supervision of an experience | 


staff of specialists. 


»> THE P.U.R. GUIDE program is a systematically and consecutively arranged series {f 
weekly lessons, in pamphlet form, offering a simplified, progressive, step-by-step sto:y 


about the nature of the utility business, its important place in the American economy, ' 


e 


present conditions under which it is conducted, its day-to-day cbjectives and responsibi 
ties, the existing problems with which it is confronted and other current subjects arising 


in connection with organization, financing, management, operation and regulation. This pro- 
gram adds guidance to experience in the development of the company “management team.’ 
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Features of THE P.U.R. GUIDE stl 


50 issues of 8 pages (one each week) mon 


Certificate of satisfactory completion 

Glossary of words and terms and complete index 
Ring binder embossed with enrollee’s name 
Leader’s Manual for group discussion 

Occasional reprints from Public Utilities Fortnightly 


Enrollments on company order only 


Comments about THE P.U.R. GUIDE 


Our Company is currently involved in several training programs, and I feel qualified to 
evaluate the information that you are sending out. I think this type of material is, without 
a doubt, the very best that could be obtained for key utility employees. 


We feel that even those who have been in the utility in- 
dustry for many years can learn much by just reading the 
material. 

District Manager, Electric Company 


We all feet that this “information program for utility 
employees” is a program that is needed in the public 
utility industry. 

Vice President, Gas Company 


I am sure that the total series of 50 will prove of ines- 
timable value to the utility industry. 
Vice President and General Manager, 
Telephone Company 


Director of Personnel, Electric Company 


THE P.U.R. GUIDE program is the best basic public 
utility information series I have even encountered. 


Vice President, Gas Company 


Two things have particularly impressed me about THE 
P.U.R. GUIDE, First, is the complete manner in which 
your editors treat the various topics; second t! e sim- 
plicity in writing. 

Employment Supervisor, Gas Co npany 


There is a definite need for such a type program in our 
industry. 
Training Assistant, Electric & Gas Co:npany 


Those in charge of employee education or iraining may obtain further information from: 


PUBLIC UTILITIES REPORTS, INC., Publishers 


332 Pennsylvania Building 
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Industrial Progress 


owth of Pipelines to Transport 
lids Foreseen by Ford, Bacon 
& Davis President 


E pipeline industry’s great chal- 
be is in the future and will be in 
e scientific and economic areas of 
world now not fully developed, 
irles C. Whittelsey, president of 
d. Bacon & Davis, Inc., New York 
of engineers-constructors, pre- 
ed recently. 
nan address before the Southern 
earch Institute’s conference on 
morrow’s Transportation” in 
ningham, Alabama, under the 


irmanship of Thomas W. Martin, 


rd chairman of the Alabama Pow- 
‘company, Mr. Whittelsey foresaw 
introduction of “disposable’’ me- 
nical equipment. 
Instead of buying prime movers 
igned to last 200,000 to 300,000 
irs we will buy one to last 50,000 
ts,” he said. “When it wears out 
will throw it away and buy a new 
, Saving money in the process.” 
iting the example of a compressor 
ion, Mr. Whittelsey said: “Let’s 
pose that we could reduce the cost 
R compressor station by 30 per cent 
using less rugged equipment. Con- 
ring the current costs of borrow- 
money and attracting risk capital, 
Savinys in interest alone over a 
iod of 11 years would be equal to 
f th original compressor sta- 


added, would permit re- 
the major equipment and 
the customers the extra 
1 and taxes that a larger, 
‘nent installation would re- 


> | pelines of the future,” Mr. 


ot their destination, while 

act as great mixing vats, 

wing the chemical processing to 
e place during transit.” 


Mr. Whittelsey said that any inert 
solid material can be transported 
through a pipeline, and in most cases 
at lower cost than by any other form 
of transportation. Widespread use of 
solids pipelines waits, he said, on a 
large and dependable demand for the 
product. Coal is already being carried 
over 100 miles by pipeline. 

Mr. Whittelsey said one idea now 
undergoing research is the shipment 
of grain by pipeline. Technical diffi- 
culties have not yet been overcome, 
he added, but “‘it is a challenging prob- 
lem for an imaginative engineer.” 

Mr. Whittelsey told the conference 
that “one hundred years hence the 
pipeline systems stretching across 
countries like Brazil, India and others, 
will be bigger, and perhaps even more 
imaginative than anything we have 
yet seen. Here is a chance to prove 
the economics of pipelines as carriers 
not only of gas and liquid fuels but of 
solid materials and multiple products.” 


Theme Selected for 1961 
National Electrical Week 


“MAKE ELECTRICITY WORK 
FOR YOU” will be the theme of the 
1961 observance of National Electri- 
cal Week next February 5-11, it was 
announced recently by Harold A. 
Webster, chairman of the National 
Electrical Week Committee. 

The theme and details of how vari- 
ous segments of the electrical industry 
can participate in the nationwide ob- 
servance are contained in the 1961 
National Electrical Week Planning 
Guide, which is currently being dis- 
tributed to more than 6,000 industry 
groups and executives throughout the 
country. 

Mr. Webster urged all members of 
the industry to begin making observ- 
ance plans now. He pointed out that 
the planning guide contains, among 
its materials, sample programs of ac- 
tivities staged by 16 different com- 
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munities during the last observance, 
along with a listing of activities in 
which a number of individual partici- 
pants engaged. In addition, the 1961 
planning guide contains a calendar 
check list to enable participants to 
keep a month-to-month check on 
scheduling plans between now and 
next February. The planning guide 
also contains information about spe- 
cial observance materials which may 
be ordered from the Committee. 


G-E Completes New Load 
Control Center For Philadelphia's 
Water Department 


BUILT by General Electric at a cost 
of $432,000, a new electronic load con- 
trol communications center, integrated 
by microwave, has been placed in op- 
eration by Philadelphia’s Water De- 
partment. It is designed to solve prob- 
lems associated with increased resi- 
dential and industrial water consump- 
tion. 

The communications center is the 
heart of a network of electronic sens- 
ing devices, telemetering instruments 
and microwave towers which provide 
information on water flows, pres- 
sures and levels at 120 points in the 
city’s water distribution system. Data 
is picked up automatically from res- 
ervoirs, pumping stations, water 
mains and other key points and flashed 
instantly through the microwave com- 
munications system to the control 
center. 

The new system will reduce oper- 
ating costs at affected pumping sta- 
tions and will provide Water Depart- 
ment headquarters with speedy in- 
formation on what is happening to the 
distribution of water and in general 
will improve water service to the pub- 
lic. 

General Electric Company, the chief 
contractor, will furnish maintenance 
for one year after the start of oper- 
ation. G-E also will supply an ex- 

(Continued on Page 26) 
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pert to instruct department personnel 
in operation and maintenance of the 
system. 

General Electric set up the micro- 
wave system and supervisory control 
through its Communications Products 
Department, Lynchburg, Va., and 
provided over all co-ordination for 
the job. Three sub-contractors partici- 
pated. Telemetry was done by Radio 
Frequency Laboratories, instrumen- 
tation by Manning, Maxwell and 


Moore; and the data reduction system 
by Kybernetes Division of Hagan 
Corporation. 


Laegeler Appointed New 
Vice-President of Hough 
Company 
G. A. GILBERTSON, president of 
The Frank G. Hough Co., Liberty- 
ville, Illinois, has announced the ap- 
pointment of Jules C. Laegeler as 





many steps 
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In this early machine 
shop screw patterns 
were first traced by 
hand, then threads 
cut by machines 
which are primitive 
by present day 
standards. 


vs. ONE” 


scans 


Ger 


This exclusive R & S service is made possible by 
this machine of our invention 


While present day office machines are far from “primitive”, their use 
in compiling rate bill analyses is un-economic and slow compared to 


our “One-Step” Method. 


Tracing the pattern of consumption with our monthly rate-bill 
analyses, puts all the threads for accurate future planning in the hands 
of rate engineers. Besides, this always up-to-date monthly data is 
invaluable in preparing and presenting rate cases. 

Switching over to the “One-Step” Method can be accomplished as 
simply as running an adding machine tape. Full details are in our 
booklet, “One-Step” Method of Bill Analyses. 


_ Write Dept. U-3 for your copy today. 


RECORDING & STATISTICAL 


CORPORATION 


100 Sixth Avenue - 


New York 13, N. Y. 


vice-president in charge © engi 
ing. 

Mr. Laegeler, who fo: ; 
the position of chief en‘ 
been with The Frank G. 
since 1951. He is a grad 
University of IIlinois, wi 
in Mechanical Engineerin 
a graduate of the Lake Fx 
Industrial Management J; 

Mr. Laegeler in turn ha 
the appointment of Keit! 
pert as chief engineer, 
sign; and Thorvald Gran 
engineer, research and d 
Mr. Kampert, former as: 
engineer, has been with t 
since 1948 and “Tod” G 
mer manager of produ 
ment, since 1951. 


U.S. Has Three Times Pow 


Producing Capacity of Rusg: 


New "Power and Progress 
Points Out 


THE United States now has 
times the electric power prod 
capacity of the Soviet Union, 
pointed out in “Power and Progré 
an illustrated booklet just publishe 
a new edition by the Edison Ele 
Institute. 

Electric power generating capa 
in the United States totaled 175,0 
000 kilowatts at the end of 1959, w 


Russia had 59,000,000 kilowatts¥, 


By 1980, the booklet states, 
nation’s electric companies expe 
have a generating capability of ne 
four times their 1959 total, and an 
nual output of nearly 2.3 trillion k 
watt-hours — more than quadr 
their 1959 production. A chart 
cates that total electric generation 
the United States in 1980 will be 
under 3 trillion kilowatt-hours. — 

The 36-page booklet begins wij 
preview of electrical living as it 
be in the year 2000. It tells ot 
birth of the electric industry, the e 
struggles in gaining acceptance 
electricity and its applications, and 
present position of the United St 


as the world’s leading pvoducer ff 


electric power. 
Included in the booklet is a dis 


ation 
fic info 


sion of the reasons why ‘he aver@. ° 


price per unit of residentie electri 
is now less than half wha: it was 
years ago, while the cost o* living} 
almost doubled during th: same 
riod. 

In non-technical terms,  1¢ bo0 
describes how the energy in a lif 
of coal, in falling water, dim 
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m is t ansformed into electricity. 
tells | »w electricity speeds over 
pworks of power lines to meet cus- 
er ne-ds throughout the nation. 
Beer 0 portunities in the industry 
i cont butions electric companies 
ommunity progress are de- 


ices of “Power and Progress” 
hve frm 20c to 50c per copy de- 
nding on quantity. Single copies 
tis. | or information, write Edison 
nstitute, 750 Third avenue, 

‘o'k 17, New York. 


G-E Appointment 


ARRY W. LAWSON has been 
pointe’ Manager - Atomic Power 
ant Market Development in Gen- 
| Electric’s newly established Elec- 
ke Utility Sales Operation. 
@ According to J. R. Casey, Man- 
er-Gencration, Transmission and 
wxiliaries Sales Operation, Lawson 
ill be responsible for the preparation 
d recommendation of plans and 
ograms for the application of Gen- 
al Electric products and services to 
Ge atomic power interests of the 
Gectric utility industry. 


Sorgel Electric Announces 
New Brochure 


NEW technical bulletin containing 
luable information of special inter- 
t to electricai engineers, consulting 
gineers, plant engineers, and elec- 
nitractors, covering trans- 
ind substation equipment, 
published by the Sorgel 
Company of Milwaukee. 
stblication provides an ac- 

, in partial guide for high speci- 

andards, and contains spe- 

“mation on a wide variety of 

r and substation models. It 

‘es description and applica- 

n the Sorgel line of “Quiet 

ransformers, up to 10,000 

i | all voltages up to 15 KV. 

ai on is provided on coil and 

s ruction, insulation, capacity, 
in levels. 

Si>station Brochure, Number 
obtained by writing to the 
ctric Company, 838 West 
venue, Milwaukee 4, Wis- 


Oko ite Introduces New 
Plastic Control Cable 


HE Ok.-nite Company, subsidiary 
f Kennecott Copper Corporation, 
AS introuiced a low cost, plastic, 
OVEMBER |, 


general purpose control cable for 
utilities and industries suitable for all 
types of installations—conduit, aerial, 
duct, tray, direct burial, in wet or dry 
locations. 

Over 30 per cent smaller and light- 
er than conventional rubber cable, 
Okonite P-30 offers advantages sim- 
ilar to those normally associated with 
these cables. Multi-wall construction 
offers three-fold electrical protection 
since the basic conductor insulation, 
its protective covering and the over- 
all jacket are all high quality dielec- 
trics. 

Write to—Public Relations, The 
Okonite Company, Passaic, New Jer- 
sey and ask for Bulletin 1140, giving 
complete information on Okonite P- 
30 control cable. 


Moloney Begins Shipment Of 
New Pole-mounted Transformers 


MOLONEY Electric Company has 
begun shipment of a new line of pole- 
mounted distribution transformers, it 
was announced recently by J. J. Mul- 
len, president of the company. The 
new design is presently available 
through 100 KVA, he stated, and will 
soon be available in all sizes of the 
distribution transformer line. 


External mechanical features of the 
new transformer line include a deep- 
drawn, crowned cover which, on 
transformers with cover - mounted 
bushings, combines with the plastic 
coating to afford maximum protection 
against outages caused by wildlife; a 
captive center-bolt hand-hole closure; 
reduction in cover hardware through 
use of a single captive stainless steel 
bolt which engages a cover clamping 
band; weep-holes in the clamping 
band to prevent water being trapped 
by the band; a steel shipping band 
binding the transformer to its ship- 
ping pallet; a strong wire-bound, 
wood-slat protective shipping en- 
closure, and rounded lifting hooks to 
minimize rope or cable sling abrasion. 

Internal features of the new trans- 
former line include a top rim rolled 
more than 400 degrees for greater 
strength against distortion; a welded 
positioning and grounding means for 
transformers with insulated covers, to 
prevent shock hazards and radio fre- 
quency interference; a new high 
strength frame for greater short-cir- 
cuit withstand, and a three-point sus- 
pended core - and - coil assembly, to 
reduce the sound level through elimi- 
nation of a “drumhead” effect. 

All superior features of previous 
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Moloney transformers have been re- 
tained, Mr. Mullen said. 

All Moloney transformers are sub- 
jected to the Company’s patented 
electronic testing procedures. Re- 
search on still further improvements, 
assisted by electronic computation of 
design possibilities, is continuing, Mr. 
Mullen stated. 


Texas Gas Transmission 
Plans $16,800,000 Expansion 


TEXAS Gas Transmission Corpora- 
tion plans to file a request with the 
Federal Power Commission for au- 
thority to construct $16.8 million in 
new pipeline and compressor facilities 
to increase its daily availability of 
natural gas by 50.2 million cubic feet. 
The pipeline operator claims a peak 
day daily deliverability of 1,469,000,- 
000 cubic feet. 

The company plans to construct 
the facilities in 1961 to be ready for 
the 1961-1962 winter heating season. 
Planned are 146 miles of new pipe- 
line and two 2,000-horsepower com- 
pressor stations, one located in 

(Continued on Page 28) 





BEEBE EES SEEEEERBSE 
A stimulating 
biography of the 
Henry Ford of the 


Electrical Industry 


5. MITCHELL 


AND THE 


ELECTRICAL INDUSTRY 


By Sidney Alexander Mitchell 


From 1885, six years after Edison lighted 
his first incandescent lamp, until his retire- 
ment in 1933, S. Z. Mitchell was as closely 
involved in the power industry as Henry Ford 
was in the auto industry. Now his son has 
written a biography of this dynamic man. 

“Mr. Mitchell’s own experiences in public 
affairs and in business during all of these 
more than forty years have enabled him to 
produce a significant volume.’"’ — HERBERT 
HOOVER. Illustrated with photographs. $5.00 


Now at your bookstore 
FARRAR, STRAUS & CUDAHY 
BEEBE EB SBESBSEBEBEERBERI 
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BENCH 
MARKS 
FOR PUBLIC 
RELATIONS? 


The lack of “yes” or “no” answers in measuring 
public relations results makes it hard to evaluate 
the effectiveness of this important work. Often, 
Commonwealth’s public relations consultants can 
help establish bench marks for measuring and 
guiding company plans and programs. 

For your present or future public relations activi- 
ties, our specialists are available to help design 
programs or review proposed plans involving: 
Advertising and Publicity Government Relations 
Community Relations Stockholder Relations 

Customer and Dealer Relations 


Commonwealth 
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Lafayette, La., and the other in a storage fiel at | 
Greenville, Ky. 

Of the pipelines to be built, 96 miles will consi 
loop lines parallel to existing lines in Louisiana, 
sas, Mississippi, Tennessee, Kentucky and Inc. 
remaining 50 miles will consist of additiona! 
into Louisiana producing areas. 

The major reasons for the expansion are t. impr 
operating flexibility and extend natural gas su; ply |j 
according to W. M. Elmer, president. : 


Northern Indiana Public Servic« 
To Push Area Development Activi:i 


| NORTHERN Indiana Public Service Comps ny is 
| barking on an active program of area de. 
Dean H. Mitchell, NIPSCO president, re: 


| company executives at a conference on future | 


growth in the company’s 28-county service te 
Mr. Mitchell said NIPSCO executives, ski'le 


| field of area development, will work with ci 


in the more than 250 communities the comp: ny 
to help them plan and implement orderly, ac 
and sustained growth. 

The NIPSCO program will not only plic 
emphasis on industrial recruitment, he said, but 
be designed to aid the expansion of industries 
in the area. 

“Accepting our responsibility as a good citize 


| communities we serve, our division and distric 


agers will work closely with civic, industrial, and gf, 
ernment leaders to assist local growth and developm@ ; 
programs in their effort to stimulate and accelerate 
prosperity of the community.” 

Mr. Mitchell also told the group that commerce 2 
industry will continue its move into the suburban ar 
in the years ahead. He said northern Indiana has { 
greatest potential in the nation for future growth. 

Recent population projections by the National Ind 
trial Conference Board. indicate that the population 
the company’s area will increase as much as 40 per 
in the next 20 years, creating a need for more | 
opportunities and greater area development. 


Kuljian Corp. Opens California Office 


A NEW consulting office has been opened in § 
Francisco by The Kuljian Corporation, internationd 
known engineers and constructors, to serve indusi 
and government throughout the West, Harry A. Kulji 
president, announced recently. 

“Our firm, during its 30 years as consulting enginee 
has undertaken major projects in the United States a 
on four other continents. We believe there is at 
mendous economic future in America’s expan ing Wé 
and that our engineering experience in power, reclatj 
tion, irrigation, airports, industrial plants, institutt 
and community facilities can assist in this Jong ram 


SERVICES INC. ASSOCIATES INC. 
Management and Consulting and Design 
Business Consultants Engineers 


300 Park Ave. 209 E. Washington Ave. 
New York 22, N. Y. Jackson, Michigan 


1 Main Street 1612 K Street, N.W. 
Houston 2, Texas Washington 6, D.C. 


development,” Mr. Kuljian said. ; 

The Kuljian San Francisco office is located ‘1 the V4 
Ness-Post Center building, 1255 Post stre ‘. Ho 
offices are in Philadelphia with branches in W~shingt 
D. C., New Delhi and Calcutta, India; Karachi, Pa 
istan; Bangkok, Thailand; Baghdad, Iraq ar! Genet 
Switzerland. 

Albert F. Kerss, a resident of California s‘1ce 19 
with 20 years experience on a wide variety of engine 
ing projects here and abroad, has been appoi: ted ma 
ager of the new San Francisco office, covering 
Western area. 
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Thousand Visitors Expected 
Industrial Building Exposition 


han 10,000 top industrial 
ndiana ‘ecutive . plant engineers, architects 
12! pine! cons Itants are expected at the 
ic Building Exposition & 
s at the New York Coliseum, 
12th through 15th, accord- 
ipp & Poliak, Inc., New 
ducer of both events. 
position and concurrent 
s directed at an audience 
 fBwn fom all of industry—those 
PY 18 orestec’ in building new facilities or 
iz ig existing plants. No sim- 
‘jal gathering has ever been 
/ at which both exhibits and 
ce talks have been concen- 
he single subject of indus- 
| expansion. 
pressive display of exhibits, 
more than two million dol- 
s and with more than 115 com- 
ies participating, will be seen by 
Bitors. More than one thousand 
@oerts will be on hand to answer 
bir questions. 
ixty-one speakers, representing 
Biually every type of company pres- 
ly engaged in plant expansion or 
Bernization, will explain how their 
ncompanies tackle the problem of 


merce a 


adding to their facilities in new loca- 
tions or old. 

On the program are such topics 
as analyzing a company’s needs, fi- 
nancing, picking locations, working 
with community officials, employee 
services, controlling construction 
costs, designing flexibility into a 
plant, building small plants, construc- 
tion problems in foreign countries, 
company handling of its own con- 
struction and uses of prefabricated 
components, concrete, plastics, struc- 
tural steel and aluminum. 

Speakers include architects, con- 
sulting engineers and _ executives 
drawn from many fields including 
utilities, chemicals, electronics and 
electrical. 

Exhibits will fall into eight major 
categories. They include structural 
products, such as foundations, walls, 
floors, windows; mechanical prod- 
ucts, such as conveyors and waste- 
disposal systems; electrical, such as 
power distribution, lighting, process 
control; heating and air conditioning 
equipment; employee services, such 
as cafeterias, washrooms, recreation; 
plant sites and services offered by 
governmental bodies, transportation, 
power, water; financial services, and 
auxiliary services. 


Visitors who wish to receive rapid 
registration cards, hotel or confer- 
ence information should write to 


Clapp & Poliak, Inc., 341 Madison 
avenue, New York 17, New York. 


VEPCO Continues 


Construction Program 


VIRGINIA Electric and Power 
Company spent $41,500,000 during 
the first nine months of the year on 
construction. It is estimated that the 
program for the year will amount to 
$58,600,000. 

Work has started on a 200,000 
kilowatt hydroelecric generating sta- 
tion on the Roanoke river in North 
Carolina. Located about eight miles 
upstream from the company’s present 
Roanoke Rapids hydro station, the 
$50,000,000 project will add 200,000 
kilowatts to Vepco’s system. Com- 
pletion of the project is scheduled for 
1963. 

In addition, two steam generating 
units are being constructed to meet 
the future power needs of Vepco’s 
customers. Work began earlier this 
year on a 200,000 kilowatt addition 
to the Portsmouth power station. 
When this unit is completed in 1962, 

(Continued on page 30) 
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The undersigned represented 


Consolidated Gas Utilities Corporation 


in the negotiations which led to its merger into 


Arkansas Louisiana Gas Company 


WuiteE, WELD & Co. 
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the total generating capacity of the 
station will be increased to 550,000 
kilowatts. A new 200,000 kilowatt 
unit also is under construction at the 
company’s Possum Point power sta- 
tion, near Quantico, Virginia, and is 
scheduled for completion in 1962. 
Ground breaking ceremonies earlier 
this month at Parr, South Carolina 
marked the beginning of construction 
of the Southeast’s first atomic power 
plant. Vepco and three neighboring 
utilities of North and South Carolina 
have joined to build the experimental 
plant. Due for completion in 1962, 
the plant will use slightly enriched 


uranium as fuel, and will have a gen- 
erating capacity of 17,000 kilowatts. 


AT&T Plans to Expand Oceanic 
System in Caribbean 


AMERICAN Telephone and Tele- 
graph Company has announced plans 
for another link in the expanding net- 
work of oceanic telephone systems— 
a deep-sea cable in the Caribbean. 
The proposed cable would extend 
some 390 miles between Puerto Rico 
and Antigua, via the islands of Virgin 
Gorda, Dog and St. Kitts (St. Chris- 
topher), the Long Lines Department 
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BLYTH & CO., INC. 
HARRIMAN RIPLEY & CO. 
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PAINE, WEBBER, JACKSON & CURTIS 


October 26, 1960. 








This announcement is neither an offer to sell nora solicitation of an offer to 
buy any of these Debentures. The offer is made only by the Prospectus. 


$250,000,000 


American Telephone and Telegraph 
Company 


Thirty-Two Year 444% Debentures 


Interest payable May land November 1 in New York City 


Price 101.656% and Accrued Interest 


Copies of the Prospectus may be obtained in any State from only such 
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compliance with the securities laws of such State. 
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of AT&T said in an app! cation 
the Federal Communicatio: 
mission. 

It would have a capac: 
voice circuits and connect 
submarine telephone systen 
service this year between P 
and the United States mair: 

Plans call for the new c 
jointly constructed and 
AT&T and Cable and Wire! 
Indies) Ltd., a British com; 
would have a half interest | 
tem. 

“The proposed facil 
strengthen and improve tl 
communication system in 
bean area,’ Long Lines n 
application to the FCC fo: 
to construct and operate 1 
“In addition the proposed 
introduce diversification ini 
munications system serving 
bean area. Other than Puert 
Cuba this area is now reache:! from 
mainland entirely by radio circuits 

Virgin Gorda, Dog, St. Kitts, a 
Antigua are part of the Leeward 
lands of the West Indies, situa 
southeast of Puerto Rico. 

The cable would make availa 
high-quality circuits to interco 
the local communications facilities 
the islands and the worldwide n 
work. In addition the cable would 
available for defense needs. 

“The demand for telephone se 
on these routes is expected to increg 
substantially with the provision 
the proposed cable facilities and t 
growth of the tourist business int 
Caribbean area,” Long Lines said. 

The Puerto Rico-Antigua syst 
would be a_ single coaxial cal 
equipped for two-way transmissid 
The schedule calls for it to be k 
by the end of 1961. 


Honeywell to Build $5! Milli 
Worth of Computers in 19% 


MINNEAPOLIS-Honeywe 
lator Company is committ 
duce and deliver $51 mil! 
of electronic data processi! 
next year, Paul B. Wishart, | 
disclosed recently. 

Mr. Wishart told the 
cisco Society of Security 
that the company is enlarg 
pacity for a larger rate of ; ° 
in 1962. 

“Our Electronic Data 
division is in a period of © 2) 
expansion,” he added. “E 
during the current year 


(Continued on page 














‘q@toug: out its service territory—in Ohio, 
msy!\ ania, West Virginia, Kentucky, 
ginia Maryland and southern New 


tk —iatural gas continues to be the 


eferre! fuel for home and industry. 


(@reyhbbestepe- Mm Grr 


serves a very special 


part of America 


natu 
Sas are locateqd in ae 


ates w 
Columbia Siler, here 





THE COLUMB 
SYSTEM, INC. 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 
COLUMBIA HYDROCARBON CORPORATION 
120 EAST 41st STREET, NEW YORK 17, N.Y. 


CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCORKLE 
AVENUE, S.E., CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: THE 
OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, OHIO. 
PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COM- 
PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. : 


PROCEEDINGS 
I959 CONVENTION 


AT PHILADELPHIA, PENNSYLVANIA 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


THIS edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 
including the following: 





Rates of Public Utilities and Transportation Agencies, Valuation, Railroad Problems, 
and Regulation of Public Utilities, Panel Discussion on the subject of "Inflation and 
lts Effect on Utility Regulation of Rates and Utility Financing," Addresses on 
“Legislation Affecting the Federal Regulatory Process" and "The Impact of the Supreme 


Court Decision in the Service Storage and Transfer Case." This volume contains a 
complete transcript of the addresses and committee o> het of the 1959 Philadelphia 
meeting. The book is printed and bound in regular boo 


Price $10.00—Approximately 500 Pages 


cover. 





OTHER PUBLICATIONS OF THE ASSOCIATION 


1957—Uniform System of Accounts for Water Utilities 
Class A & B—128 pages 
Accounts for utilities having annual water operating revenues of $250,000 or more $4.50 
Class C—100 pages 
Accounts for utilities having annual water operating revenues of $50,000 or more but 
less than $250,000 
Class D—64 pages 
Accounts for utilities having annual water operating revenues of less than $50,000 .... 2.00 
1958—Uniform System of Accounts for Electric Utilities 
Class A & B—169 pages 
Accounts for utilities having annual electric operating revenues of $1,000,000 or more 
Class C—125 pages 
Accounts for utilities having annual electric operating revenues of $150,000 or more 
but less than $1,000,000 es 
Class D—59 pages 
Accounts for utilities having annual electric operating revenues of less than $150,000 
1958-—Uniform System of Accounts for Gas Utilities 
Class A & B—212 pages 
Accounts for utilities having annual gas operating revenues of $1,000,000 or more 
Class C—130 pages 
Accounts for utilities having annual gas operating revenues of $150,000 or more but 
less than $1,000,000 ne 
Class D—60 pages 
Accounts for utilities having annual gas operating revenues of less than $150,000 
1958—Regulations Governing the Preservation of Records of Electric, 
Gas and Water Utilities 
Telephone Separations Manual (Revised October, 1957) 
Local Service Telephone Rates (Revised 1957) 
This includes the rates for all exchanges of the Bell System Companies, the rates in exchanges 
servicing cities of 50,000 population or more (both Bell and Independent), and a tabulation 
of exchanges which had a ten cent coin telephone rate as of June 30, 1957. (with set of 
revised pages for 1958) = a ee Fed 
Local Service Telephone Rates—Set of 75 revised pages only for 1958... 


3.50 








Depreciation: 
1943—1944 Reports of the Committee on Depreciation. A comprehensive and complete 


analysis of the problems of depreciation on public utility regulation 
1946—Methods of Pricing Retirements from Group Property Accounts 
1948—Half Cycle Methods of Estimating Service Life back 
1948—Letter Symbols for Mathematics of Depreciation ................0. ceceeceee. 
1959—Report of Committee on Depreciation 

(When remittance accompanies order. we pay forwarding charges) 
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n triple — to 2,600 or 2,700 peo- 


esaic ‘that Honeywell has become 
e of t’e leaders” in this field and 
tits el tronic data processing op- 
ready are “a major and sig- 

art of Honeywell’s busi- 


mpany’s industry position 
iue to grow stronger in the 
2 .ead as its ‘new generation’ 
) into commercial operation 
ir inique capabilities are dem- 
by the growing number of 
tons that will install them,” 


ywell to date has invested 
ait $50 million in the estab- 
if its EDP business and is 
io furnish the financial back- 
ived of a major supplier in 


he Honey well 800, an all-transis- 
ized, medium-scale system for large 
siness Organizations, is in full pro- 
ction at the division’s plants in 
ston, with the first two systems to 
delivered in December, Mr. Wis- 
rt said. These will go to the Asso- 
ted Hospital Service of New York 

American Mutual Liability In- 
rance Company of Boston. 


Among other major U. S. organ- 
izations that plan to install Honey- 
well 800 systems in the coming 
months, Mr. Wishart disclosed, are 
Southern California Edison Com- 
pany, Philadelphia Electric Company, 
Tennessee Gas Transmission Com- 
pany, and Texas Eastern Transmis- 
sion Corporation. 

Honeywell also is currently mar- 
keting a smaller EDP system called 
the Honeywell 400. First deliveries of 
this system are scheduled for the latter 
half of the next year, Mr. Wishart 
said. 


He predicted that the EDP indus- 
try as a whole would pass the $1- 
billion-a-year mark by the end of 
1960 and cited predictions that it 
would be between $2.5 and $5 billion 
by 1965. 


Exide Boosts Capacity of 
Batteries for Stationary Uses 
EXIDE, in a major breakthrough, 
has boosted electrical power of in- 
dustrial storage batteries for station- 
ary service by 66 per cent and more, 
according to a recent announcement. 


This has been achieved by intro- 


ducing a positive-plate design that is 
unique in the application. 

The announcement states that the 
innovation, a tubular-type plate, has 
been incorporated in a new battery 
called the EHGS Exide-Ironclad that 
far surpasses the capacities of other 
batteries used in electric utility, tele- 
phone, microwave, emergency lighting 
and power, fire alarm, police tele- 
graph and laboratory service. 


The manufacturer claims that be- 
cause the battery is so powerful and 
because it will last an estimated 20 
years in float-charge service, the 
EHGS costs considerably less per 
ampere-hour per year than conven- 
tional Plante’- and flat-plate stationary 
batteries; and because the EHGS 
stores much more power in a 
given space and is more efficient 
for its weight than conventional bat- 
teries, it can save up to 64 per cent 
of floor and mounting-rack area and . 
up to 55 per cent in weight. 

After laboratory and field testing 
of many types and sizes of tubular 
positive Ironclad batteries for tele- 
phone, electric utility and railway sig- 
naling applications, this battery now is 
available for commercial use. 











P.U.R. QUESTION SHEETS 


Best Way You Can Keep 


Informed on 


Utility Regulation: 


With the least possible expenditure of time, effort 
and money, utility executives, lawyers, accountants, 
ers and others interested in any phase of pub- 
lic utility regulation can keep well informed through 


engin: 


these brief, four-page leaflets issued every two 


weeks 


The 
answe 
and « 


script: 


1 $10. 


consist of 10 questions and 10 authoritative 
based on current decisions revealing court 


mmission views pro and con. Annual sub- 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 
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me AMERICAN APPRAISAL company 
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Offices in 18 cities coast-to-coast 














: CONSULTING ENGINEERS 
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BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


80 Pine Street 919 Eighteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 
Rate Cases Management and Market Studies 


Rate of Return Analysis 
Cost of Service Determination 


Economic and Financial Reports 














BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design © Research and Development © Construction ® 
Electric, Steam and Hydro Plants ¢ Aeronautical and Missile 
Facilities © Surveys © Nuclear, Chemical and Industrial Plants ¢ 

Transmission @ Distribution © Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C, © Hempstead, L. I. e Santa Monica, Calif. 














SERVICES INC. Management and Business Consultants 


300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 
Common wealth 1 Main St., Houston 2, Texas, CApital 2-9171 
1612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 











Mention the FortNIGHTLY—I/t identifies your inquiry 








PUBLIC UTILITIES FORTNIGHTLY—NOVEN JER 10, | 








PROFESSIONAL DIRECTORY 


(continued) 





DAMES & MOORE 


Consultants in Applied Earth Sciences 


Subsurface investigations for foundations, groundwater, and subsurface structures. Air photo, 
geological, and geophysical investigations for pipeline and transmission line routes, Geological- 
wee at rey gen mechanics investigations for recovery and use of marginal land, and for dam 
esign and construction. 
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VALUATION CONSTRUCTION 
MLUATION I NOOTS Sart cases 


NEW YORK @ MONROE, LA. © CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases © Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economie and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 
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PROFESSIONAL DIRECTORY 
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Francisco & Jacosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


WESTBURY CLEVELAND TUCSON 








GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 











GILBERT ASSOCIATES, INC. 


ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON « NEW YORK 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y¥. 








HARZA ENGINEERING COMPANY 
Consulting Engineers 
Calvin V. Davis Richard D. Harza E. Montford Fucik 
REPORTS — DESIGN prt kd 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
GATION — RIVER BASIN. DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 








JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 
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Personalized Piping System Flexibility Analyses 


Piping flexibility studies made with Available on a confidential basis 
Kellogg’s electronic computer, to consulting engineers and engineering 
individualized on your company forms. departments. Write for details to: 


FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 














She Kuljian Ceoeation 

| 

ENGINEERS ) CONSTRUCTORS 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 


Utility Management Consultants for past 35 years Specializing in 
ya CLASS COST ANALYSES for Developing CLASS RATES nr 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
17 BAYWATER DRIVE DARIEN, CONN. 


















N. A. LOUGEE & COMPANY 


Engineers und Consultants 


RATE CASES—APPRAISALS-—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 

















CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. #=s CHARLOTTE, N. C. 























Pioneer Service & Engineering Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET 
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(continued) 


. Special Operating Studies 
Planning and Design 
Reports for Financing 

Economic Studies 
_ Regulatory Representation 





SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORE 











HEE 


SARGENT & LUNDY 
ENGINEERS 
Consultants to the Power Industry 


@ STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 


VOCDUTTU EEE 


COLCA CCC CCL Co OOo 





STANDARD RESEARCH CONSULTANTS, INC. 
Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies © Property Records 
345 Hudson St. Warkins 46400 New York 14, N. Y. 











STONE: WEBSTER Ea 
BOSTON 


CHICAGO 
ENGINEERING CORPORATION ese 


SAN FRANCISCO 
DESIGN » CONSTRUCTION - REPORTS « APPRAISALS a 


EXAMINATIONS + CONSULTING ENGINEERING TORONTO 





Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 
DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Trafficway 
Kansas City 41, Missouri 


LUTZ & MAY COMPANY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 


MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 

















COFFIN & RICHARDSON, INC. 
CONSULTING ENGINEERS 
Appraisals and Valuations For Regulatory, 
Tax, and Other Purposes 
Rate Case Preparation—Cost of Service Studies 
Original Cost and Depreciation Studies 
Rate Design 


68 Devonshire St., Boston 9, Massachusetts 





PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 


Main Office, Pittsburgh, Pa. 
32 Laboratories ix Principal Cities 








ENGINEERS, CONSTRUCTION AND 
. MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


feo, Be Gi om. a ao) 
GAS anp SERVICE CO. 
327 So. LaSalle St., Chicago 4, HL 





A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVP, CHICAGO, ILL. 
Los Angeles Tampa 














GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 





A ree ‘ane 
Original Cost and Depreciation Studies 
Rate Analyses—ineuranee Surveys 


HARRISBURG, PENNSYLVANIA 


SVERDRUP & PARCEL 


Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plants 

Power Systems—Industrial Plants 
Studies—Reports 


St. Louis ° San Francisco ° Washington 

















INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 
Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 


A, W. WILLIAMS INSPECTION CO., INC, 


Specialized Inspection Service 
Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portland 
i] tors stationed throughout the U.S.A. 














Jackson & Moreland, Inc. 

Jackson & Moreland International, Inc. 
, Engi s and C Itants 
ELECTRICAL—MECHANICAL—STRUCTURAL 

DESIGN AND SUPERVISION OF CONSTRUCTION 
UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 

SURVEYS—APPRAISALS—REPORTS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 











Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 

Public Utilities Fortnightly 

332 Pennsylvania Building 
Washington 4, D. C. 
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Do you have a 
Utility 


problem? 


\merica is growing. 

Our population is not only increasing 
n numbers, it’s spreading. Industry is 
xpanding to meet challenging new 
/pportunities. 

And Utilities are faced with enor- 
nous capital expansion to provide for 
he growing needs of industry and 
onsumers. 

This is where the Irving can be of 
articular help—by assisting Utilities 


in making the many financial decisions 
incidental to growth. 


Our Analytical Studies, Seminars and 
Round Table Conferences have helped 
many Utilities bring added vitality to 
their capital planning, financing and 
cultivation of the financial community. 

For information, you are cordially 
invited to call our Public Utility De- 
partment at LL 3-2967 or write us at 
One Wall Street. 


IRVING TRUST COMPANY 


vit Funds over $145,000,000 
GEORGE A. Murpuy, Chairman of the Board 


One Wall Street, New York 15, N.Y. Total Assets over $1,700,000,000 


WILLIAM E. PETERSEN, President 


Public Utilities Department—JOHN F. CHILDs, Vice President in Charge 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





NEW ANALYTICAL TOOLS HELP ELECTRIC UTILITY SYSTEM PLANNERS... 


fit new forms of generation 


LARGE UNITS 


POWERFUL NEW MATHEMATICAL TECHNIQUES 
to analyze the type, size, location, and timing 
of new power generation facilities have re- 
cently been developed by General Electric en- 
gineers, working co-operatively with system 
planning engineers of several electric utilities. 
These techniques simulate, with a high degree 
of accuracy, the performance of future systems. 


NEW FORMS OF POWER GENERATION, many 
of them developed by General Electric, now 
offer electric utilities further cost-saving pos- 
sibilities. At the same time, vastly different 
capital-cost and fuel-cost characteristics of 
new units create a problem of choice. System 
planners who seek optimum generation expan- 
sion patterns are confronted by alternatives 
more numerous and more complex than ever 
before. 


TO DEVELOP SIMPLIFYING PROCESSES that can 
counteract processes of complication, electric 
utility system planners, together with leading 
electrical manufacturers, have been working 
to develop more effective analytical tools. 


General Electric’s new technique, using high- 
speed digital computers, is the most compre- 
hensive method now available for arriving at 


NUCLEAR 
UNITS 


SUPERCRITICAL 


PRESSURE SPINNING 
UNITS fi RESERVE 
UNITS 


accurate cost modelsof future power generation 
patterns: 


e Units are scheduled on an equal incremental 
cost basis. 

e The computer model accurately represents 
hourly load variations throughout the 
period under study. 

Daily load cycles being simulated are con- 
tinuously modified to accord with days of 
the week, seasons of the year, and long-te 
growth trends. 

Units are started and stopped to m2 
spinning reserve requirements. 
Maintenance is done on the constant-r 
principle. 


CO-OPERATIVE PLANNING SUPPORT is av: 
able to your company. Contact your near 3 
General Electric Apparatus Sales Office 
more information. For a copy of GER-16 
““Computers Aid System Generation P| 
ning,” write to the General Electric Compa 
Section 604-03, Schenectady 5, N. Y. 


GENERAL @@ ELECTRI. 





